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WARTIME ASPECTS OF EGYPTIAN AGRICULTURAL ECONOMY 


By N. William Hazen* 


Normally, Egypt supplies the countries of Europe with im- 
portant quantities of long-staple cotton and significant amounts 
of foodstuffs. Until Italy's entrance into the present war, Egypt 
benefited greatly from the increased demand for its farm products. 
The extension of the war to the Mediterranean, however, with the 
attendant disruption of shipping in that area, caused a severe de- 
cline in Egyptian foreign trade. In fact, had it not been for the 
British Government’s purchase of the entire 1940-41 cotton crop, 
Egyptian agricultural economy would have suffered a serious blow. 


In contrast to the situation during 1914-1918, Egyptian 
food supplies are ample, and no drastic shifts in crop production 
have been found necessary. 


Despite the war and shipping.difficulties, American trade 
with Egypt has increased, and since 1939 the United States has be- 
come that country’s second largest supplier of manufactured prod- 
ucts, after the United Kingdom. With the recent reopening of the 
Red Sea route to American vessels, moreover, the outlook for United 
States farm exports to Egypt may be more favorable. 


GENERAL CONSIDERATIONS 


Situated on a highway connecting three continents, Egypt is undoubtedly the 
most strategically located of all Middle and Near Eastern countries. Yet, although 
it occupies an area of about 386,000 square miles in northeast Africa and the Sinai 
Peninsula of Asia, andis about the same size as the total area of California, Oregon, 
Washington, and the six New England States, 97 percent of the country consists of 
unproductive and unpopulated desert land. The arable sections, which support about 
98 percent of the population, are located in the narrow valley and fan-shaped delta 
of the Nile River and constitute an area of only about 13,600 square miles, or about 
one-thirtieth of the total. From a demographic and agricultural point of view, this 
small area is Egypt. i 


On July 1, 1938, the population of Egypt was estimated at 16,129,000 inhab- 
itants, or 42 persons per square mile, compared with 130,215,000 and 43, respectively, 
in continental United States. In the inhabited regions, however, the density of 
population is among the highest in the world, exceeding 1,200 per square mile. 


The arable portionof the country owes its productivity to the Nile River, with- 
out which it, like the rest of Egypt, would have been a barren desert. The Nile enters 
the country from the Sudan inthe south, but it is only near Aswan that the Nile Valley 
widens and the cultivated area begins. From this point to Cairo, over 500 miles to the 


* Associate Agricultural Economist, Office of Foreign Agricultural Relations. 
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north, the valley ranges in width from 7 to 20 miles. About 12 miles north of Cairo 
the river divides into two branches, forming the broad, fan-shaped plain of the delta. 
Besides the valley and delta of the Nile, the other productive region of Egypt is the 
Fayam, a large desert oasis about 50 miles southwest of Cairo, which is watered by a 
canal from the main river (figure 1). 


Except for the northern sea coast and the Nile delta, where some rain falls 
from November to March, the country is practically rainless. On the average, the 
yearly precipitation decreases from about 8 inches along the Mediterranean Coast to 
about 1 inch at the apex of the delta. In Cairo and throughout the Nile valley to the 
south the yearly rainfall varies from less than | inch to a few drops. 


There are only two seasons: summer, which is hot and long, and winter, usually 
mild and short. During December, January, and February, temperatures range from mini- 
mums of just below freezing to maximums of 93°F., according to region. During the re- 
maining months temperatures vary from minimums and maximums of 34° and 108° in March 
to 66° and 120°, respectively, in August. 


In 1937-1938, the total agricultural 
area of Egypt was about 8.6 million acres. 
Only 5.5 million, or about 64 percent of 
this total, was under crops, however, the 
remainder being made up of marshlands in 
the delta and along the river in upper Egypt. 


The delta of the Nile (Lower Egypt) 
is the most important agricultural section 
of the country and one of the most fertile 
regions inthe world. In 1937-1938, 60 per- 
cent of all the cultivated and 70 percent 
of all the productive but uncult ivated lands 
lay in that region. 


Since the country is practically 
rainless, agricultural production depends 
entirely on artificial irrigation from the 
Nile. Both perennial and basin irrigation 
are used. Under the first system, the more 
prevalent, water is carried to the fields 
throughout the whole year bya chain of ca- 
nals, thus making it poss ible under the pre- 
vailing mild climate to obtain two or even 
three crops a year from the same land. Un- 
der the older system of basin irrigation, 
the land is divided into embanked basins Figure 2.-Village scene onthe Mahmoudieh Canal, 
which are flooded during the annualrise of near Alexandria. (From Egypt foday, Egyptian 
the river. ‘The ee viettiiiens on the tend Trade and Publishing Agency, Cairo, 1939) 
from 7 to 40 days, after which it is allowed to recede and the crop planted on the 
sediment left. Under this system only one crop a year is obtained, as the land remains 
fallow during the summer months waiting for the next flood. Less than one-fifth of 
the country’s total cultivated area, or about a million acres - all in Upper Egypt - 
is still under basin irrigation. 
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TABLE 1.—Acreage of Egyptian crops, averages 1908-1913 and 1934-1938 


AVERAGE 1909-1913 AVERAGE 1934-1938 INCREASE (+) OR 
PERCENTAGE PERCENTAGE DECREASE (-) OF 

aaa ACREAGE? OF ACREAGE? OF 1934-1938 OVER 1909-1913 

TOTAL TOTAL ACREAGE | PERCENTAGE ~ 

1,000 : 1,000 : : 1,000 $ _ 
acres : Percent acres Percent acres Percent 
Cottom ccccccccces 1,749 22.0 1,843 $ 22.2 : +100 45.7 
Clover ..... eccce 1,430 18.0 1,452 17.4 g 22 1.5 
Corn .eccces eccooes§ 1,778 22.4 1,603 : 19.2 $ -175 : -9.8 
Wheat cccccccceces 1,994 16.7 : 1,452 : 17.4 $ +138 g 410.5 
BeanS .ccccccccces 553 7.0 $ 418 $ 5.0 : —135 : —-24.4 
RICE ccccccccccces’ 257 3.2 430 5.3 $ +1173 : +67.3 
Sorghum ......2--: 269 ; 3.4 347 4.2 : +78: 429.0 
Barley ...ececeee? 398 : 5.0 : 290 $ 3.5 $ -108 $ —-27.1 
Sugar cane ......: sO 3: . oe : 8 18 : +36.0 
OnionS .essecseee? 25 : 3 $ 37 $ 4 +12 +48.0 
GrobaeGe scccccce? : =~ 2 yf +30 +96.8 
Other crops .....: 86: 1.0 323 3.9 +237 4275.6 
ee 100.0 8,324 100.0 +390 +4.9 


Includes land planted to more than one crop per year. 
Compiled from official sources. 


TABLE 2.—Production of principal Egyptian agricultural products, 
averages 1909-1913 and 1934-1938 


INCREASE (+) OR 
AVERAGE AVERAGE DECREASE (-) OF 
tail wees 1909-1913 1934-1938 1934-1938 OVER 1909-1913 
ACREAGE PERCENTAGE : 
: Fhousands Thousands Thousands : Percent 
Cotton cccccccccccccccce: Bale 1,453 1, 846 +393 427.0 
West ccccccecéocessvesest. Eee. > 33, 662 43,502 +9, 840 +29 .2 
Comm ccoccccccccccccccsces Bushel 3 64,273 63, 603 -—670 -1.0 
RICE. cccccccccccccccsoces BUBhOL ¢ 13, 200 29,488 +16, 288 +123 .4 
Barley ..cccssesccecscee: Bushel : 11, 867 10,315 -1,552 -13.1 
Beans, dried ..........-: Bag’ : 7, 796 6, 379 -1,417 -18.2 
Gadees cocccccccceccccces Bephel 3 6, 285 9, 206 42,921 +46.5 
Sugar cccccccccccccccecces Se tOn 67 161 +94 +140.3 
WOE codscecocessvescoset Paeund *4 4,300 6, 760 +2, 460 457.2 
Livestock: : 

GetERe ccoccccccescccce®s Mpad 662 964 +302 +45 .6 
Buffaloes ccccvccccceet Mead 654 919 +265 +40 .5 
Sheep ceccccceccsecccce: Head 816 1,564 +748 +91.7 
Geate cccccccccccscccecs Mead 331 871 +540 +163.1 


1 of 100 pounds. 


Compiled from official sources. 
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Perennial irrigation, though enabling more than one crop a year from the same 
land, has necessitated a wider use of commercial fertilizers, most of which must be 
imported, and has greatly raised the water table, complicating the problem of drainage. 


The importance of agriculture in the Egyptian economy may be judged from the 
fact that over 67 percent of the gainfully employed are directly engaged in farming. 
Furthermore, processing and marketing of agricultural products play a vital part in 
Egyptian industry and trade. Not only does farming provide the bulk of the national 
income, but Egyptianexport trade consists almost exclusively of agricultural products. 


The agricultural year is divided into three seasons, summer, flood, and winter, 
each permitting the cultivation of its particular crops. In the summer season, in 
which planting begins in March and harvesting ends in November, the principal crops 
are cotton, rice, sugar cane, millet, and peanuts. During the flood season the prin- 
cipal crop is corn, planted in July-August and harvested in October-November. The 
principal winter crops, planted in late fall and harvested chiefly in June, are wheat, 
barley, clover, onions, beans, flax, and lentils. 


The four most important Egyptian crops are cotton, clover, corn, and wheat. 
Together these crops normally occupy overthree-fourths of all cultivated land. Cotton 
is by far the country’s most important cash crop. Although it is grown throughout 
Egypt, the Nile delta alone produces about 60 percent of the crop. The cottonarea is 
larger than that of any other crop and normally exceeds 22 percent of all land under 
cultivation. In fact, one might say that the entire Egyptian agricultural economy re- 
volves around cotton, as evidenced by the fact that exports of cotton and its deriva- 
tives normally account for about 85 percent of the value of the country’s total 
exports. As a world cotton producer Egypt is now fifth, ranking after the United 
States, India, Russia, and Brazil, though it ranks third - after the United States and 
India -as a cotton exporter. Egypt is, however, one of the leading producers of long- 
staple cotton (148 inches and over), supplying over a third of the world’s total. 


Corn, the basic grain in the diet of the Egyptian peasant, occupies the second 
largest acreage, or over 19 percent of the cultivated land. Most of the crop is pro- 
duced in Lower Egypt. One part of the green stalks is used as fodder; the other is 
dried and used by the peasants as fuel. 


Clover, or “Berseem" (Trifolium alexandrinum) is a winter crop grown throughout 
the country almost exclusively for fodder. It is also valuable in crop rotation for 
its soil-improving qualities, especially since the soils of Egypt are low in nitrogen. 
Normally, it occupies over one-sixth of all land under cultivation. Wheat, the fourth 
most important crop from the point of view of acreage, is grown throughout Egypt and 
Occupies slightly over 17 percent of the land under cultivation. 


Since Egypt is a typically agricultural country, with no coal and iron resources 
and few local industries, its foreign trade consists almost exclusively of the exchange 
of its farm products for imports of industrial and other manufactured goods. Exports 
of agricultural products normally exceed 90 percent of the value of all Egypt ian 
_ €xports, and manufactured goods and industrial raw materials generally account for 
about 85 percent of the total value of imports. The principal exports are cotton, cot- 
tonseed, cottonseed cake, rice, onions, hides and skins, wheat, bran, and phosphate 
rock. The outstanding imports are textiles, chemical fertilizers, steel and iron manu- 
factures, coal, oil, lumber, and automobiles. 
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Normally, the United Kingdom is by far the most important market for Egyptian 
farm products, taking over one-third of all exports, followed by France, Germany, 
Japan, and Italy. The United States ranks seventh, having absorbed an average of 3.7 
percent of all exports during 1936-1938. Egypt obtains most of its imports of manu. 
factures and industrial raw materials from the United Kingdom - which alone supplies 
about one-fourth of the total - Germany, Italy, and the United States. 


The country is divided into three administrative regions: Lower Egypt, which 
refers to the delta of the Nile; Middle Egypt, part of the Nile Valley between Cairo 
and the province of Asyut; and Upper Egypt, which represents that part of the valley 
including and south of Asyut up to the Sudanese border. There are altogether 14 prov- 
inces, 6 in Lower Egypt and 4 each in Middle and Upper Egypt. 


AGRICULTURAL SELF-SUFFICIENCY 
1909-1913 and 1934-1938 


In comparing Egyptian agricultural production immediately before the outbreak 
of the present war with that one the eve of the 1914-1918 conflict, one finds that cot- 
ton is still the most important crop. Foodstuffs production, however, has increased 
in both volume and importance, and the degree of food self-sufficiency is now much 
higher, though dependence on imported nitrogenous fertilizers is far greater. 


For many years prior to the 
war of 1914-1918, Egypt relied al- 
most exclusively on returns from the 
sale abroad of its long-staple cot- 
ton to buy practically all its needs 
in manufactured products and an in- 
portant part of its foodstuffs re- 
quirements. This emphasis on a 
"single crop" system, however, dem- 
onstrated its disadvantages during 
the World War, when many of Egypt’s 
sources of foodstuffs were cut off. 
Since then the country has endeavored 
to supply a larger portion of its 
foodstuffs needs from domestic pro- 
duction. This attempt was not be- 
gun in earnest, however, until the 
economic depression of the 1930's, 
when the country found it difficult 
to sell its cotton crop and thus 


Figure 3.-Preparing land for cotton in the Nile peita, Could not easily pay for its food im 
(Courtesy Hamilton M. Wright Organization, New York) ports. 


Thus, although grains, vegetables, and sugar, as in the past, continue to be 
the principal food crops of most of the population, unlike the situation in 1909-1913 
consumption requirements are now filled almost entirely from domestic production. In 
fact, inrecent years substantial quantities of foodstuffs have been exported (table 3). 


Furthermore, since the soil and climate of Egypt are favorableto the production 
of most foodstuffs, a reduction in the cotton acreage has been used in emergencies as 


pap eRe tes. 
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a safety valve, either to increase the output of food crops or to decrease cotton pro- 
duction in view of market ing difficulties, or both. Thus, immediately after the out- 
break of war in 1914, when Egypt experienced difficulties in exporting its cotton crop 
and in importing vitally needed foodstuffs, the Government passed a drastic law re- 
stricting the acreage to be planted in cotton the following year to one-third of the 
holding of any farmer. The cotton acreage has been only slightly reduced in the pres- 
ent war, not so much to increase the production of food crops, which are ample when 
compared with those of 1914-1918, but chiefly to reduce the cotton output, which be- 
comes more difficult to market with the spread of the conflict (page 235). 


Agricultural Production 


Although the population of Egypt increased from an average of 11.9 million in 
1909-1913 to 15.8 million in 1934-1938, or a rise of about 33 percent, the crop area 
during this period was expanded by less than 5 percent. However, since the new acre- 
age, which was planted mainly to food and feed crops, was accompanied by improved 
methods of production, especially by the use of quality seeds and a wider application 
of commercial fertilizers, the high yields and heavy food production that have resulted 
have helped offset to some extent the small increase in acreage. Furthermore, the in- 
crease in livestock numbers was proportionately much greater than that of the popula- 
tion, so that the per capita quantities of meat available have been far above those of 
the 1909-1913 period (table 2). 


In addition, although the pro- 
portionate repartitionof the land among 
the various crops has not changed ma- 
terially inthe past 25 years, the ten- 
dency has been to reduce the acreage 
under corn, barley, and dried beans in 
favor of rice, wheat, vegetables, sugar, 
and fruits - the very foodstuffs pre- 
viously imported in large quantities. 
Not only did this shift increase Egypt’s 
self-sufficiency in food production, 
but the resulting diversification has 
had a beneficial effect on the soil. 


The Government realizes, however, 
that improvement in methods of and 
shifts in praduction are not enough to 
make up fully for the population in- 
crease, which averages about 175,000 a 
year; andefforts are being made to in- 
crease the count ry’s agricultural land. Figure 4.-Egyptian wheat field below pela 
Bit since any increase in the cultiva- test, om th wediterraneen Coast, (courteny 
ble area depends almost entirely on the 
reclamation of marshlands and desert soil, in the past 10 years the State has under- 
taken an important irrigation and reclamation program, including such important pro- 
jects as the second heightening of Aswan Dam and the construction of the Gebel Awlia 
Dam on the White Nile. As a result large new areas have already been brought under 
cultivation, especially for the production of foodstuffs. 
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By 1953, when the whole program is scheduled to be completed, the system of 
perennial irrigation will have increased by nearly 1 million acres. This will mean 
an addition to Lower Egypt of some 500,000 acres of new irrigated land (an increase 
of about 124 percent over the 1933 figures) and the changing from basin to perennial 
irrigation of some 500,000 acres in Upper Egypt. The latter change should make it 
possible to grow several crops a year on the same land rather than the one crop pro- 
duced at present under basin irrigation. 


Agricultural Foreign Trade 


As in 1909-1913, raw cotton and its derivatives still make up the bulk of the 
value of Egypt’s exports. Yet despite the fact that in 1934-1938 the quantities ex- 
ported were 25 percent larger than in the earlier period, they represented less than 
85 percent of the value of all exports, compared with over 92 percent on 1909-1913. 
This is chiefly a result of the introduction of a shorter-staple and less expensive 
cotton, representing only about 30 percent of the world’s production of such cotton, 
whereas prior to 1914 Egypt produced an expensive and very long staple cotton for 
which it had practically a world monopoly. 


Egypt’s foreign trade in 1934-1938 shows three other tendencies not character- 
istic of the situation during 1909-1913: a general decline in foodstuffs imports; a 
slight increase in exports of food products; and a ninefold rise in imports of com- 
mercial fertilizers. 


Before 1914 Egypt was a large importer of foodstuffs. On the average, its 
food imports represented over 25 percent of the value of all products entering the 
country, with grains accounting for about half of the total. However, as a result 
of the increase in domestic production in the past 25 years, especially since 1930, 
there has been a decided decline in foodstuffs imports. In 1934-1938 these repre- 
sented less than 6 percent of the value of all imports, and purchases of grains have 
become negligible. Notwithstanding this decline in imports, the per capita consump- 
tion of food has been generally maintained and in many instances increased, even in 
the face of the 33-percent increase in population. 


Tea and coffee, which are not produced in Egypt, are still important items of 
food imports, as in 1909-1913. Semolina was another product still being imported in 
quantity in 1934-1938, used mainly by the Italian residents of the country for making 
macaroni. 


The increase in foodstuffs exports is another indication of the country’s in- 
creasing food self-sufficiency. Whereas in 1909-1913 exports of food products repre- 
sented only 3 percent of the value of all exports, in 1934-1938 they exceeded 7 percent 
of the total. Outstanding among the commodities exported are rice, which is now 
exported in large quantities although it was imported before 1914, onions, cottonseed 
oil, and tomatoes (table 3). 


The principal changes in the foreign trade in agricultural raw materials other 
than cotton during the past 25 years have been the pronounced decline in exports of 
hides and skins and the large decrease in tobacco imports. 


Although Egypt’s dependence on the outside world for food products has declined, 
its dependence on imports for the means to produce these foodstuffs has increased. 
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Thus, the expansion of perennial irrigation in the past 25 years, with the resultant 
increase inthe tendency to plant more than one crop on the same land, has necessitated 
a greater use of commercial fertilizers than in 1909-1913. But since the country does 
not produce enough of these fertilizers, larger quantities must now be imported. In 
1934-1938 Egypt imported nine times as much fertilizer as in 1909-1913. These imports 
have become so important in recent years that they represent about 10 percent of the 
value of all imports, as compared with only 1.8 percent in 1909-1913. In fact, present- 
day Egyptian agriculture is so dependent on the use of imported fertilizers that the 
cutting off of supplies as a result of the war in Europe and the Mediterranean is now 
creating a situation which, if prolonged, may have an adverse effect on the country’s 
agricultural output (page 239). 


ANGLO-EGYPTIAN RELATIONS 


Great Britain’s interest in Egypt dates to the 18th century, following her ac- 
quisition of colonies in the Indian and Pacific Oceans. In those early days Egypt’s 
importance to England lay in the fact that the Isthmus of Suez was the only narrow 
land barrier across the short sea route to the East. Since the opening of the Suez 
Canal in 1869, however, the country’s strategic importance has greatly increased, for 
whoever controls Egypt dominates that valuable waterway. Moreover, with the develop- 
ment of air transportation Egypt has become a vital link in the air traffic of the 
Empire, while in time of war it has always been an important point of concentration 
for eastbound or westbound troops. 


For these reasons, therefore, it has been an outstanding feature of British 
foreign policy not to permit any power to control Egypt or to influence her in such a 
way as to endanger the vital interests of the Empire. The British Government has pur- 
sued two courses in carrying out this policy. The first, that of exerting such direct 
control over Egyptian affairs as would provide for the safeguarding of British inter- 
ests, was followed for about half a century but had to be abandoned when the Egyptians 
revolted against it. The second, followed since August 1936, consists of maintaining, 
with an independent Egypt, an alliance that fully satisfies the military requirements 
and economic interests of both countries. 


At present, relations between the two countries are regulated by the terms of 
the Anglo-Egyptian Treaty signed on August 26, 1936, for a period of 20 years. The 
Treaty substitutes a military defensive alliance for British military occupation. It 
also recognizes that the Suez Canal, though an internat ional means of communication 
and a vital link between the different parts of the British Empire, is an integral 


part of Egypt. 


Trade Relations 


Exports 


Ever since the American Civil War forced England to look to Egypt and the East 
for cotton to feed its Lancashire mills, the United Kingdom has been by far Egypt’s 
best customer. But since the bulk of Egypt’s exports is made up of cotton and its 
derivatives, the value of Egyptian exports to the United Kingdom has had to follow 
the downward production trend of the British textile industry. 
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From the American Civil War to the close of the World War, or for more than 
half a century, the value of Great Britain’s annual purchases from Egypt normally ex- 
ceeded that of Egyptian exports to all other countries combined. This was the heyday 
of the British textile industry. But when other countries began producing textiles 
in competition with England, the value of Egyptian exports to the United Kingdom 
declined. Thus, during 1922-1933 the walue of Great Britain’s takings declined to 
slightly over 40 percent of Egypt’s total exports. During 1934-1938 they dropped 
still farther and averaged only 33 percent of the total. 


Raw cotton and its derivatives are by far the principal Egyptian products ex- 
ported to the United Kingdom, normally representing about 90 percent of the value of 
all exports to that market. Next in order of importance are onions, bran, barley, 
hides and skins, and eggs. 


Imports 


Great Britain is also the principal supplier to Egypt of manufactures and 
industrial raw materials. Prior to the World War it supplied about one-third of all 
Egyptian imports, and during the war years, when Egypt was almost cut off from its 
normal suppliers, it supplied about half of the total. Since 1925, however, an aver- 
age of only 22 percent of Egypt’s imports has originated in Great Britain. 


Coal and coke together represent normally about one-fifth of the value of all 
Egyptian imports from Great Britain, followed by cotton piece goods, woolen fabrics, 
sheet iron and steel, and machinery. 


Not only has the present war disrupted Fgypt’s trade with the Axis powers and 
the Axis-conquered territories, but it has adversely affected trade relations with 
the country’s best customer and biggest supplier. To be sure, from September 1939 to 
the first week in June 1940 - that is, before Italy’s entrance into the war and the 
French collapse - Egypt was able to continue its trade relations with the United 
Kingdom at nearly a normal level. Since then, however, trade between the two coun- 
tries has been drastically reduced, especially because of the dislocation of shipping 
in the Mediterranean. In fact, had England not bought all the Egyptian cotton crop 
in the summer of 1940 (even though it was unable to take it out of the country), Egypt 
would have experienced a serious economic crisis. 


Cotton Purchasing Program 


When hostilities broke out in September 1939, grave concern was felt in Egyptian 
cotton circles over the closing of the German, Czech, and Polish markets. A serious 
decline in cotton prices followed and threatened to upset the country’s financial 
position. Cotton interests hurriedly brought great pressure to bear on the Egyptian 
Government to start negotiations for the purchase by the British of the quantity of 
cotton normally shipped to these three countries, or about 300,000 bales. 


On November 17, 1939, it was announced that the British Government had offered 
to buy 320,000 bales of Egyptian cotton at the closing prices of November 11. The 
offer was rejected, however, because in the meant ime the demand for cotton had in- 
Creased and prices had recovered. In fact, although cotton exports during the 1939-40 
Season were barely as large as those of the previous year, money returns were larger. 
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TaBLeE 4.—Value of Egyptian foreign trade with the United Kingdom, by 


principal 


commgodities, 1936 to 1938 and average 1936-1938 


—$—$____ 


YEAR ENDING DECEMBER 31 


1936 


1987 


AVERAGE 


—_———__ 


1936-1934 


COMMODITY 


VALUE 


PERCERT- 
AGE OF 
TOTAL 


VALUE 


PERCENT- 
AGE OF 
TOTAL 


VALUE 


PERCERT- 
AGE OF 
TOTAL 


VALUE 


PERCENT. 
AGE OF 
TOTAL 


EXPORTS 


Cotton, raw 
Cottonseed 
Cottonseed cake 
Onions 


Bran and derivatives .. 


Barley eeeseeneeeeeeuweews 


Hides, raw and tanned .: 
Eggs in shell 
Eggs, 
Cottonseed oil 


All other exports 


- 
eeeeseeeeeeeeeevee 


shelled and yolk : 


1,000 


dollars 


45,718 
10,025 : 
3,522 : 

1,335 : 

454 : 


194 
367 


255 : 
199 : 
459 : 
1,136 : 


Percent 


71.81 : 
15.75 : 


5.53 
2.10 


» 30 


- 58 
- 40 


1.79 


71: 


31 : 
e783 3: 


1,000 
dollars 


43,255 : 
9,049 : 


3,974 


1,612 : 


532 : 
360 : 
193 : 
162 : 
56: 
3,026 : 


Percent 


68.58 : 
14.35 : 
6.30 : 
2.56 : 
1.35 : 
+ 64 : 
257: 
31: 
26: 
209 : 
4.79 : 


1,000 
dollars 


30,584 : 
7,284 : 
4,161 : 
2,010 : 

712 : 


145 


231 


i75 : 


165 
1,610 


Percent 


64.66 : 
15.40 : 
8.80 : 
4.25 : 
1.61: 


-31 


48 : 
49 : 
037 : 


1,000 
dollars 


39,862 : 
8,786 : 
3,886 : 
1,652 : 

673: 
290 : 
318 : 
226 : 
179 : 
227 : 


——————__ 


Percent 


68. 69 
15.14 
6.70 
2.85 

1.16 

+ 50 

» 55 

« 39 

» 31 

- 39 


1,924 : 


Total exports: 


63,664 


100.00 


63,071 


100.00 


47,303 


100.00 


IMPORTS 


Coal and coke 


Machinery eeoeeeeeeeesees 


Cotton piece gocds 

Metals and manu- 
factures 

Woolen fabrics ..eceeee? 


Fertilizers, 


Autormobiles and 


ACCESSOFPIOCS secesceee? 


Stationery, paper 


bags, etc. 


Medica) preparations ..: 


Whisky 
Airplanes and parts ...: 


Tulle (net), cotton ...: 


Thread and twine, 
COECOR coccacdvecceccce! 
Cigarettes. .ccscsesses 


All other imports .... 


. 
eeeevee ee ee 


. 
eeeeseeeaeeeaeene 


chemical .: 


540 


306 : 


5676 


11,097 


12.36 : 
13.14 : 
14.18 : 


10.15 : 


7-11: 


2. 64 : 


2.06 P4 
1.565 : 


1.54 
- 37 
1.41 


80 
1.50 


9.81: 


3.43 : 


2.04 : 


1.97 : 


1.51 


1.50 : 
1.07 : 
86: 


27.77 : 


491 
13,089 


1.78 : 
1.88 : 
1.20 : 
4.16: 
30: 


«50 
1.16 


31.00 : 


71 
1, 16 
29.24 


Total imports! 


100.00 


100.00 


42,219 


100.00 — 


100.00 


. Excludes gold bullion and specie. 


Compiled from the Annual Statement of the Foreign 


frade of Egypt. 
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The news of Italy’s entrance into the war on June 10, 1940, again spread fear 
and uncertainty in Egyptian cotton circles. It paralyzed the movement of merchant 
ships from Egyptian ports and brought cotton shipments practically to a standstill. 
The first shock of the news of Italy’s participation was further aggravated when 
Italian planes began to bomb the docks at Alexandria, the principal port for cotton 
shipments. Thus, cotton exports in July 1940 amounted only to about 16,000 bales, as 
compared with 123,000 shipped in July 1939, while net stocks on hand at Alexandria at 
the end of July 1940 were 20 percent larger than on the same date in 1939. Not only 
did firms with sold stocks on hand encounter great difficulty in effecting delivery 
but the problem of obtaining payment for previous deliveries became very acute. At 
the same time the 1940-41 crop was progressing satisfactorily, and apprehension began 
to be felt as ta a means of disposing of it. 


Again the Egyptian authorities turned to the British Government, this time 
asking it to purchase all of the new crop. Thus the British were asked to buy a near- 
record production of over 1.9 million bales of cotton and more than 700,000 tons of 
cottonseed, as compared with average British takings in recent years of only 590,000 
bales and 390,000 tons. Even if the British Government could use this quantity of 
seed and long-staple cotton, the necessary shipping facilities were lacking to trans- 
port it to the British Isles. Nevertheless, as a matter of political expediency it 
was decided to purchase all of the 1940 Egyptian crop. 


Once before the British Government had bought Egypt’s entire cotton crop at a 
price deemed satisfactory to the Egyptians. This was in the spring of 1918, when the 
British themselves took the initiative in order to safeguard their supplies of the 
fiber during the following year. 


Announcement of the British decision was made bythe Egyptian Prime Minister on 
August 7, 1940. The British Government guaranteed to buy all of the new crop on the 
basis of 11.9 cents per pound for Ashmouni F/G/F, 12.7 cents for Giza 7 of the same 
grade, and $19.90 per short ton for cottonseed. Not only were these prices considered 
relatively high, but the British agreed that ". . . if, in disposing of the whole or 
part of the crop, the British Government realize any profit, it would be shared equally 
between the British Government and the producers who sold their crop to them If, 
however, the deal results in any loss, the British Government would entirely bear 
it."* The Government further took upon itself the responsibility to transport its 
cotton purchases out of the country. 


In announcing the British decision,the Egyptian Government statedthat it would 
not compel growers to deliver their cotton, leaving each producer free to dispose of 
his crop as he deems fit. The British guarantee, however, was to expire on April 30, 
1941, but was later extended to June 30, 1941, when shortage of storage facilities and 
8reater use of rainroads for military purposes interfered with regular deliveries. 


To effect cotton purchases, the British Government set up a Cotton Buying Com- 
mission with headquarters in Alexandria. The Commission started its purchasing ac- 
tivities on September 15, 1940. The actual buying of the crop from the producers, 
however, is carried out by Alexandria cotton firms, who in turn sell it for cash to the 


1 
Part of the statement made on August 7, 1940, by the Prime Minister in the Egyptian Chas- 


pri. Deputies as reported by American Consul C. Paul Fletcher, Alexandria, Septemsber 24, 
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Cotton Buying Commission. The Commission has established purchase prices forall vari- 
eties andgrades in accordance with the basic prices agreed upon bythe two governments, 


Apart from such purchased cotton as is taken over by the British Government, 
the Commission sells to recognized cotton merchants in Alexandria and to spinners or 
import merchants abroad who may apply to it through the agency of a recognized exporter 
in Alexandria. It may also export cotton for sale by its agents abroad. Because 
of the dislocation of shipping through the Mediterranean, however, almost all pur- 
chases of the Commission up to the end of January 1941 had been stored in Egypt, and 
only stocks carried over from the 1939-40 crop had been exported privately. Since 
Egypt normally exports its crop gradually throughout the marketing season and there- 
fore has only limited warehouse capacity, the holding of the cotton and cottonseed 
within the country has created an acute storage problem. 


In order to appreciate the importance of the assistance given to Egypt by the 
British Government, it is well to remember that cotton sets the pace for the entire 
Egyptian economy, with low prices causing grave economic repercussions and higher ones 
resulting in periods of general prosperity. Thus, not only did the British decision 
to buy all of the 1940-41 crop at a satisfactory price bring immediate and genuine re- 
lief to cotton producers, but it had a stimulating effect on all the country’s economic 
life. In fact, it is estimated that at the close of the present market ing season the 
British Government will have paid more*for its purchases ofthe 1940-41 Egyptian cotton 
and cottonseed crops than Egypt received for both of them in any of the preceding ten 
seasons. In other words, not only did the British purchasing program make up for the 
loss of cotton exports, but it has also helped offset to a large degree the reduction 
in income resulting from the decline in exports of other farm products. 


The war in the Mediterranean and the continued dislocation of shipping in that 
area are now causing great concern in Egypt over the disposal of the new 1941-42 crop. 
However, despite the fact that it has not as yet been able to make full use of its 
1940-41 cotton purchases, the British Government has shown its willingness to help 
Egypt again by responding favorably to the Egyptian request to buy the new crop. How- 
ever, negotiations for that purpose in progress for some time between the two govern- 
ments were suspended early in March 1941 without any agreement. It is believed that 
the Egyptian Government is objecting to three conditions which the British are making: 
(1) a larger share of Egyptian imports of cotton textiles; (2) a substantial reduction 
in cotton acreage; and (3) a somewhat lower price than was paid for the 1940-41 crop. 
In the meantime, the Government has enforced a slight reduction inthe cotton acreage, 
which, together with the shortage in fertilizers, may result in a crop next season 
about 20 percent below normal (page 235). 


British Expenditures in Egypt 


Although the sale of the 1940-41 cotton crop will net Egypt about 125 million 
dollars, this sum represents only part of British expenditures in that country since 
the beginning of the war. Another important source of revenue to the Egyptian farmers 
has resulted from the large sums expended by the British Armies now stationed in Egypt. 
The bulk of the foodstuffs used by these forces is produced in Egypt and bought for 
cash from the Egyptian farmers. This has enabled growers of rice, onions, tomatoes, 
wheat, fruits, and vegetables, now cut off from their normal export markets, to obtain 
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good prices fortheir products. It has also caused a small boom in such businesses as 
restaurants, cafes, and places of amusement. Thus it is estimated that from the begin- 
ning of the war in September 1939 to the spring of 1941, these armies have expended in 
Egypt an average of about 8 million dollars a month, or a total of more than 150 mil- 
lion dollars. These expenditures do not include money disbursed by the British Navy 
or the Royal Air Force. 


These British expenditures, together with the funds paid for the purchase of 
the cotton crop, have not only made up for the decline in all Egyptian exports, but 
have helped offset a large part of the loss in invisible returns which has resulted 
from the war-induced cessation of the normally lucrative tourist trade. 


Figure 5.-Vessel passing through the Suez Canel. (From Egypt foday, 
Rgyptian Trade and Publishing Organization, Cairo, 1939) 


WAR MEASURES AFFECTING AGRICULTURE 


The outbreak of war in September 1939 - dreaded in Egypt more than inany coun- 
try of the Middle East because of fears of complications in the Mediterranean and 
dangers to the country’s western border from Italy - found the country in a period of 
economic depression. The situation was further aggravated by the uncertainty as to 
the probable effect of the war on Egypt’s economy, especially since the beginning of 
hostilities coincided with the opening of the cotton picking season. The banks imme- 
diately stopped financing the marketing of the crop, thus precipitating a severe price 
decline that threatened to have grave repercussions inall fields of economic activity. 
This situation lasted for only a short time, however, as business optimism was revived 
as soon as it was found that Italy was to remain out of the conflict. 


Despite the fact that Egypt is not a belligerent, the Government found it 
necessary to adopt various measures aimed at adjusting the country’s economy to the 
Situation created by the war. Two days before hostilities broke eut the decree of 
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September 1, 1939, placed all sections of the country under a state of siege. In the 
economic field, the most important government measure was the sale to the Brit ish 
Government of the entire Egyptian cotton crop. Next in importance was the step break- 
ing off diplomatic and trade relations, first with Germany and then with Italy, to- 
gether with government control over prices, foreign trade and exchange, assistance to 
farmers, and a mild form of agricultural adjustment. These measures have so far 
enabled Egypt to face successfully the abnormal conditions created first by the war 
in Europe and later by the conflict in the Mediterranean. 


Severing of Relations with the Axis 


Article 7 of the Anglo-Egyptian Treaty of Alliance of August 1936 states that 
in case either of the contracting parties becqme engaged in war the other will imm- 
diately aid in the capacity of an ally. But Egypt’s assistance in case Great Britain 
became involved in war was specifically defined as fdllows: 


"The aid of his Majesty the King of Egypt, in the event of war, imminent nen- 
ace of war, or apprehended international emergency, will consist in furnishing to his 
Majesty the King and Emperor on Egyptian territory, in accordance with the Egyptian 
System of administration and legislation, all the facilities and assistance in his 
power, including the use of his ports, serodromes and means of communication. It 
will accordingly be for the Egyptian Government to take all the adsginistrative and 
legislative measures, including the esteblishuent of sartisl law amd an effective 
Censorship, necessary to render these facilities and assistance effective." 


In other words, the Treaty requires Egypt to assist Great Britain but not 
necessarily to declare war on its enemies. However, when war broke out between 
Germany and England, Egypt found it could not effectively give the aid it had agreed 
to supply without breaking off diplomatic and commercial relations with the Third 
Reich. This was accomplished in the first week of September 1939, even though of fi- 
cially a state of war does not exist even now between Egypt and Germany. 


As a result of this move, Egypt interned all German citizens residing in the 
country, declared their property enemy property and placed it under custody for the 
duration of the war. At the same time, Egyptian subjects were forbidden to enter, di- 
rectly or indirectly, into contracts or any sort of commercial or financial operations 
with or for the benefit of the German Government, all German subjects (individuals or 
associations), and all persons or associations residing on German territory. In addi- 
tion, all debtors or holders of assets belonging to the German Government orto German 
subjects residing in Egypt were required to declare them to the Egyptian custodian 
within a certain period. 


Similarly, Egypt severed diplomatic and commercial relations with Italy when 
the latter declared war on Great Britain in June 1940. Italians residing in Egypt 
have also been interned, their property considered enemy property and placed under 
custody, and Egyptians have been forbidden to enter into commercial or financial 
dealings with the Italian Government or any of its subjects. 


Although by taking this action Egypt temporarily lost two of its best markets, 
after the United Kingdom, it is doubtful whether under present blockade conditions it 
would have been able to trade with them even if it had remained strictly neutral. 


2 
The fimes (Egyptian Number), p. 7, Londom, January 26, 1937. 
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Control of Prices, Foreign Trade, and Exchange 


Price control 


Only two days after war was declared, the Egyptian Government, anxious to pre- 
vent profiteering and an undue rise in the cost of living, established official com- 
missions to fix weekly maximum retail prices for foodstuffs. Prices were first fixed 
on the basis of those in effect in the last week of August and first week of September 
1939, and were posted every Friday in principal food stores throughout the country. 
Price committees were set up in each province and municipality, and a Central Price 
Committee of 11 members representing the Government, agriculture, and industry was 
formed with the Minister of Commerce and Industry as president. 


For some time this price-fixing method was effective in checking speculation, 
and index numbers of retail prices for foodstuffs were as low as or even lower than 
those of pre-war months. But the increase in purchasing power resulting from the sale 
of the cotton crop and from the large expenditures of British troops in Egypt, to- 
gether with the difficulty of replenishing stocks of imported fertilizers, coal, oil, 
and many manufactured goods, has caused a sharp rise in the general price level. Re- 
tail prices of foodstuffs, though still fixed by the Government, have been gradually 
revised upward. This has been especially true since Italy’s entrance into the war 
(table 6), although there is no doubt that if there had been no Government price- 
fixing, prices would have risen to much higher levels. 


Control of foreign trade 


A few days before the outbreak of war, while the international situation was 
still clouded with uncertainties, the Egyptian Government took measures to assure the 
country of adequate supplies of foodstuffs and other essential commodities. By the 
law of August 27, 1939, it prohibited the exportation of a large number of products, 
except by special authorization from the Ministry of Finance. Included among these 
were all foodstuffs, live animals, and hides and skins. Since its enactment, however, 
this measure has been modified on various occasions by the addition of products to the 
prohibitions or by permitting the exportation of some Egyptian produce which inno way 
affected domestic consumption requirements. 


As an assurance that shipments should not go to Germany, the proclamation of 
October 8, 1939, declared that no products may be exported or reexported from an 
Egyptian port unless accompanied by a declaration from the exporter certifying that, 
to his knowledge, they are not destined for the Third Reich. The customs authorities, 
however, could refuse to authorize the shipment of any product if there seemed reason 
to believe that its final destination were the German Government or any German citizen. 


After Italy’s entrance into the war a further export restriction was applied 
with the enactment of the law of July 8, 1940. By this measure only persons whose 
names are entered in a special register of the Ministry of Commerce are entitled to 
export a few agricu'tural products especially designated by the Ministry. The law es- 
tablished such control over exports of eggs, onions, oranges, and rice, at the same 
time authorizing the Ministry of Commerce to add other farm produtts as necessary. 


With respect to imports, an increase in the tariff duty on some products was 
judged necessary in order to make up for the loss of customs revenue resulting from 
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the decline in imports. Furthermore, a law issued on May 30, 1940, stipulates that on 
imported goods benefiting in their country of origin from direct or indirect export 
subsidies, a compensating duty equal to the amount of these subsidies may be imposed 
by the Egyptian Government. In addition, merchandise that receives treatment likely 
to prejudice trade in Egyptian products may be subject to a surtax. 


Control of foreign exchange 


Prior to the outbreak of hostilities in Europe, Egypt had no restrictions 
whatever on transactions in foreign exchange. The first deviation from this course 
occurred when the law of September 25, 1939, prohibited all transactions in foreign 
currencies, except for the pound sterling, unless the Government deems such operat ions 
justified as normal needs of commerce or private expenses of a special nature. Au- 
thorized foreign exchange operations may be transacted only through banks especially 
designated for this purpose by the Ministry of Finance. 


The main purpose of this measure was to maintain the link between the Egyptian 
and sterling pounds. This was necessary because for many years the financing of the 
cotton crop had been accomplished largely from London; consequently at the outbreak of 
war, when the British Government restricted the export of currency, English banks 
could not transfer money to Egypt as long as that country remained outside the British 
foreign exchange bloc. This legislation has not affected Egypt’s trade with the 
United States, however, as local importers of American products have been able to 
obtain dollars under the heading of “normal needs of commerce." 


When the military situation in France became acute, an order of the Ministryof 
Finance of May 20, 1940, prohibited the exportation from Egypt of money in any forn, 
as well as securities and their coupons, unless specially authorized by that Ministry. 
Persons leaving the country can carry with them the equivalent of only 20 Egyptian 
pounds (about $82.00), any excess requiring a special authorization. Similarly, no 
securities may be mailed abroad unless accompanied by a special permit. Persons 
carrying money when entering Egypt are authorized to reexport it only if they declared 
it at the time of entry. 


Furthermore, to build up the foreign exchange reserve the regulation of July 1, 
1940, stipulated that all foreign exchange received in payment for Egyptian exports 
must be retained within Egypt and deposited with local banks. 


Government Assistance to Farmers 


The war in Europe and later the crisis in the Mediterranean have created some 
difficult problems for Egyptian agriculture, and the Government has had to adopt vari- 
ous measures to improve the situation. Cotton, as the country’s principal crop, has 
received the greater part of the government’s attention. 


Some important measures adopted to assist cotton growers and exporters have been 
as follows: the fixing of minimum prices for cotton futures on the Alexandria exchange 
to check the fall inprices; compulsory insurance against war risks of all cotton stored 
in Egypt, under a special government insurance system, an increase from 80 to 85 per- 
cent in the government guarantee of loans to cotton growers; the establishment of a 
Parliamentary Cotton Committee to prevent the forcing down of cotton and cottonseed 
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prices and to cooperate with the Government on cotton matters; arrangement by the Gov- 
ernment with insurance companies and underwriters to obtain war insurance coverage for 
cotton shipments by Egyptian exporters; the Government’s decision to enter the cotton 
and cottonseed markets as a buyer at prices fixed by the Council of Ministers; the es- 
tablishment of a Cotton Administration attached to the Ministry of Finance to control 
all the cotton institutions of the country, including the Futures and Spot Exchanges, 
as well as cotton marketing and financing inand out of the country; the closing of the 
cotton and cottonseed markets in May 1940 to prevent panic; and the measure providing 
assistance to small growers by the semigovernmental Agricultural Credit Bank, which 
may gin and sell their crop and pay them 90 percent of the price immediately upon re- 
ceipt of the cotton, the balance to be paid upon completion of sale by the bank. 


In 1940 the Government again protected wheat growers against a decline in 
prices by enabling them to withhold their produce from the market and by grant ing them 
loans through the Agricultural Credit Bank. It further prevented the sale of adulter- 
ated bread by making it an offense punishable under Martial Law to offer for sale 
bread made of any flour other than wheat. It has also forbidden persons trading in 
flour to possess wheat flour mixed with other substances. 


A measure to assist all farmers was adopted immediately upon the outbreak of 
war, when forced sales in settlement of land debts were postponed until December 31, 
1939, Furthermore, small landholders - that is, those paying less than $40 a year in 
land taxes - obtained some relief from a tax reduction decreed by the Government in 
August 1940. 


Production Adjustment 


In contrast to conditions in 1909-1913, before the outbreak of the present war 
Egypt not only produced enough foodstuffs to fill its own needs, but had substantial 
surpluses for export. In fact, whereas at the outbreak of the World War authorities 
were concerned over the shutting off of vital food imports, in the fall of 1939 they 
worried over the closing of markets for Egyptian foodstuffs that had accumulated in 
the country’s warehouses. The problem of production adjustment, therefore, which was 
tackled almost immediately upon the outbreak of war in 1914, was not considered during 
the present conflict until a year and a half after hostilities had begun. Moreover, 
the present program has consisted chiefly in a slight reduction inthe cotton acreage, 
with very little attention paid to the adjustment of production in other crops. 


Cotton 


When the war started in 1939 the cotton picking season was in full swing, there 
was still a sizable carry-over from the previous crop, and prices were depressed in 
the face of the uncertainty of moving the new crop. Yet at its meeting of September 
27, 1939, the Council of Ministers opposed the fixing or restricting of the cotton 
acreage, preferring to leave the matter to the growers. It was thought that the pre- 
vailing low prices, together with the rising cost of fertilizers, would tend to make 
Producers reduce their acreage. 


However, the brisk foreign demand for Egyptian cotton that followed, which con- 
tinued until Italy’s entrance into the war in June 1940, sidetracked the problem of 
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acreage adjustment. Moreover, since the British Government bought the 1940-41 crop, 
it was not until the time came to plant the 1941-42 crop that the Egyptian Government 
decided to take steps to adapt production to the conditions created by the war. 


B. a law issued on February 22, 1941, the Government prohibited the growing of 
late cotton on land previously sown to beans, fenugreeks (a kind of herb), lentils, 
flax, or barley. This measure will affect about 45,000 acres in Lower Egypt and some 
93,000 in Upper Egypt and may result ina reduction inthe next crop of between 110,000 
and 150,000 bales of cotton, or from 6 to 8 percent of the 1934-1938 average produc- 
tion. This reduction alone will not bring production nearer to the level of consump- 
tion and probable exports. However, it is estimated that when added to the probable 
decline that may result from the shortage of fertilizers, this reduction may bring 
about a 20-percent decline in the normal output. Although this might reduce the 
1941-42 crop to about 1.5 million bales, and would somewhat improve the market ing 


situation, it would fail to solve the problem. 


Other crops 


No specific government measures have been adopted for production adjustment in 
crops other than cotton. Attempts are being made by the authorities to encourage the 
growing of potatoes to meet domestic requirements, and selected seeds have been freely 
distributed. Dairy farming is being stimulated, for although Egypt is an increasingly 
large producer of milk, butter, and white cheese, it must still import some of these 
products to meet local needs. The principal measure so far adopted to encourage dairy 
production has been that providing exemption from the payment of customs duties on in- 
ported machinery for the establishment of dairy farms and on raw materials required by 
the dairy industry. 


Flax production is also being encouraged, although it is doubtful if the output 
could be increased to any important extent without encroaching on the area sown to 
wheat. 


The extension of the war to the Eastern Mediterranean and the resulting greater 
demand for Egyptian grains from nearby countries have also encouraged farmers to grow 
more grains, and it is possible that some of the acreage not planted to cotton this 
year may be put into rice and millet. Furthermore, the Egyptian General Agricultural 
Syndicate, which represents the interests of the big landowners, has recently pointed 
out to the Government that increased production of grains, in view of war conditions, 
would be of great benefit to the country. It made it clear, however, that unless 
farmers were assured that their wheat crop would be disposed of at a profit, they 
would not be likely to change from cotton.to wheat production. The Syndicate there- 
fore suggested that the Government fix minimum prices for wheat and other grains at 
levels that will cover the increased cost of production caused by the higher prices 
of seed and fertilizers. 


EFFECTS OF THE WAR ON EGYPT'S AGRICULTURAL ECONOMY 


As long as Italy remained out of the conflict and conditions in the Mediterra- 
nean were nearly normal - that is, from September 1939 to the first week in June 1940 - 
Egypt was better off than during the same period of the previous year. This was mainly 
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due to the increased demand by the Allies and neutral countries for Egyptian farm prod- 
ucts and the high prices paid for them. At the same time imports of manufactures in- 
creased because of the Government’s heavier armament purchases and the eagerness of 
importers to stock up on industrial products for fear the war might cut them of f. 


Moreover, the economic collapse that would probably have resulted from the 
closing of markets for Egyptian products following Italy’s entrance into the war was 
forestalled by the sale of the entire 1940-41 cotton crop to the British Government; 
and expenditures of British troops in Egypt for food and entertainment further helped 
the general economic situation. 


Nevertheless, extension of the war and dislocation of Mediterranean shipping 
are creating abnormal conditions which, if prolonged, may seriously affect the agri- 
cultural economy of the country. Prominent among these are the sharp decline in for- 
eign trade in agricultural products, the scarcity of commercial fertilizers, and the 
increase in the cost of living. 


Decline in Agricultural Foreign Trade 


Before Italy’s entry into the war, although hostilities had already cut off 
the German, Polish, Czechoslovakian, and Scandinavian markets, Egyptian exporters were 
more than able to make up the loss by meeting the expanded demand of other countries; 
importers increased their purchases from sources still open. This is shown by the 
foreign trade figures of the first six months of 1940, which amounted to about 176.6 
million dollars, excluding bullion and specie, compared with 136.4 million inthe same 
period of 1939, or an increase of about 30 percent. 


Although both exports and imports were higher, imports registered a proport ion- 
ately greater rise, increasing by over 34 percent as compared with a rise of only 24 
percent for exports. The import commodities gaining principally were fertilizers and 
medical preparations, textile products, tobacco, and beverages. With regard to ex- 
ports, larger quantities of cotton went to the Allies and neutral industrial coun- 
tries, while heavier shipments of rice and refined sugar were made to neighbor countries 
of the Eastern Mediterranean. 


However, this increase in the country’s foreign trade was short-lived. Although 
it reflected the rush to import manufactured goods and export agricultural products, 
the anticipated dislocation in shipping was not long in coming, following immediately 
upon Italy’s entry into the war. Since June 1940 normal shipping communications be- 
tween Egypt and the Western World have been entirely disrupted. As a result, foreign 
trade has become exceedingly difficult, since the only relatively safe route still 
available - that of the Red Sea and the Cape of Good Hope - is both long and expensive. 


It is estimated that Egyptian exports normally require vessels aggregating a 
tonnage of about 2.5 million, over half of which is needed for the shipment of cotton, 
cottonseed, and cottonseed cake. A net tonnage of about 3 million is normally r- 
quired for imports, of which about half is taken by coal and coke. 


In other words, whereas ships aggregating between 2.5 and 3.0 million tons are 
normally needed to haul the foreign trade of Egypt, it is estimated that barely one- 
fifth of this amount has been available since June 1940. An illustration of the dis- 
location of shipping immediately following Italy's entry intothe war is the fact that 
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only 137 vessels, aggregating barely 226,000 tons, arrived at the three principal 
Egyptian ports of Alexandria, Port Said, and Suez during July and August 1940, as com- 
pared with 681 vessels with a registered net tonnage of 1.4 million in July and August 
1939. The proportionate decline in transit shipping through the Suez Canal during the 
same two periods was even greater, since only 99 vessels with a registered net tonnage 
of 303,000 passed through in July-August 1940, as compared with 918 vessels and 4 mil- 
lion tons in the same two months of 1939. 


Although shipping conditions have improved slightly since July-August 1940, it 
is not believed that the general picture of the drastic decline in the country’s for- 
eign trade has been altered. However, since the Egyptian Government suspended the 
publication of foreign trade statistics on July 31, 1940, there is no way of evaluat- 
ing the importance of the drop in that trade. Even the comparison of customs receipts 
with pre-June 1940 periods could not give a true picture of conditions, because the 
duties on many imported products have since been increased, while many export taxes 
have changed. Nevertheless, an idea of the adverse effect of this decline may be ob- 
tained from a brief review of the situation as it affects the principal farm products 
entering the country’s foreign trade. 


Cotton 


Cotton is, of course, the product now mainly affected and the one that will 
suffer most from the continued dislocation of Mediterranean shipping. Only 425, 000° 
bales of the 1940-41 crop were exported from September 1, 1940, to the end of February 
1941, as compared with about | million for the same period in 1939-40. This meant 
that the supply on hand on March 1, 1941, was 1.8 million bales, as compared with only 
946,000 on March 1, 1940. Unless the British and Egyptian Governments shortly reach 
an agreement regarding the disposal of the 1941-42 crop, soonto be picked, Egypt will 
experience an unprecedented economic crisis. 


Even if the new crop is 20 percent below normal, however (page 235), and the 
British Government again buys the entire output, there will still be the problem of 
shipping it out of the country. A reduced crop will still require a total bottom 
space of 1 million tons if the normally exportable cottonseed and cake are included, 
and of over 400,000 tons if lint alone is exported. This is in addition to the ton- 
nage needed for the moving of the abnormally large carry-over of cotton and cottonseed 
at the end of this season. If present shipping difficulties continue, therefore, it 
is doubtful whether it would be possible to move the new crop at all. This’ would mean 
that although every available warehouse in the country is now loaded with 1940-4! 
cotton, an even more serious storage problem will have to be faced. 


Although some cottonseed is being exported, exports of cottonseed oil and cake 
have practically ceased because of insufficient shipping space. This has considerably 
disrupted the normally important processing industries and has made more seed avail- 
able for export. Furthermore, though the British Government has undertaken to buy all 
the cottonseed offered at a satisfactory fixed price, the crop cannot be moved as fast 
as it is purchased, and stocks are accumulating so rapidly that storage space is hard 
to find. With a perishable product such as cottonseed, this is proving a serious 
problem. The situation will be further aggravated if shipping conditions do not 
improve by the time the new crop reaches the market. 
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Other crops 


Another export product adversely affected is onions. Although this year’s 
onion export season started late in January 1941, shipments so far have amounted to 
less than 10 percent of those for the same period last season, and prices have de- 
clined to a point where growers are losing on the sale of their crop. While the 
Egyptian Government is attempting to find means of facilitating exports, it is also 
trying to sell the entire crop to the British Government. It is doubtful, however, 
if any agreement can be reached, and unless shipping conditions are improved, a large 
portion of the onion crop will remain in the country. 


On the other hand, shipments of rice and wheat to countries of the Eastern 
Mediterranean have not been much affected by the dislocation of shipping, since until 
the fall of Greece that part of the Meditefranean was firmly under British control. 
In fact, shipments to these neighboring countries have helped offset to a large extent 
the loss of other markets. Moreover, the carry-over of both crops was sold to the 
British forces stationed in Egypt, and brought good returns to growers. 


With regard to imports, ° the shutting off of Italy and the Netherlands - im- 
portant sources of supply for potatoes normally imported from August to January - and 
the impossibility of importing them from other sources, have brought about a scarcity 
of potatoes on the Egyptian market. As a result, during August 1940 to January 1941 
consumers had to pay four times as much for potatoes as during the period of the year 
when normal quantities of home-grown produce reach the local market. Moreover, since 
the Egyptian crop is of low keeping quality and cannot withstand starage, «he same 
conditions are liable to occur from August 1941 to January 1942 unless more potatoes 
can be imported or produced. 


The Problem of Fertilizers 


The continuous and increasing use of perennial irrigation in the past thirty 
years, accompanied by the soil-exhausting custom of planting two and even three crops 
a year on the same land, has made the agricvitural output of Egypt entirely dependent 
on the use of large quantities of fertilizers. Yet, despite the fact that the coun- 
try’s fertilizer requirements have increased almost tenfold since 1913. now as in pre- 
World-War days no nitrogenous fertilizers are produced within the country, and all 
needs must be filled from imports. For this reason the shutting off of normal sources 
of supply and the inability of Egypt to replace them because of the dislocation of 
shipping will drastically curtail farm production if continued much longer and may up- 
set the country’s agricultural economy. Only now does Egypt realize how much it will 
lose for having failed t6 carry through some important and long-debated projects such 
as the Aswan Dam waterfalls, which through generation of power would have solved the 
problem of fuel for gene.al purposes and for the manufacture of fertilizers. 


Sodium and calcium nitrates make up the bulk of the normal imports of fert iliz- 
ers, followed by superphosphate, nitro-chalk, and ammonium sulfate (table S$). Prior 
to the outbreak of war Egypt obtained about half of its fertilizer imports from Germany 
and the countries now under German domination, and the remainder chiefly from Chile, 
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For the adverse effect resulting from the decline in fertilizer imports, see below. 


the United Kingdom, and the United States. 
calcium nitrate, Chile most of the natural sodium nitrate, and the United States all 
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of the synthetic sodium nitrate. 


Germany and Norway supplied most of the 


TaBLe 5.-—Egyptian imports of fertilizer by country of origin, 1934 to 1938 


TYPE OF FERTILIZER OR 


1934 1935 1936 1937 1938 
COUNTRY OF ORIGIN 
Short : Short =: Short : Short : Short 
vaaewe : tons $ tons : tons $ tons : tons 
Sodium nitrate ......++..: 202,502 :;: 213,404 : 228,595 : 289,240 : 207,559 
Calcium nitrate ......+--: 161,604 : 264,830 : 194,211 ; 218,103 : 225,130 
Ammonium sulfate ........: 11,252 : 16,734 : 20,168 : 18,013 : 20, 797 
Calcium cyanamide .......: 554 : 664 ; 611 : 780 : 661 
Superphosphate ......+++.: 74,843 : 89,376 : 95,526 : 80,737 : 59, 821 
Ammonium sulfonitrate ...: 10,993 : 5,773 : 17,237 : 6,210 : 10, 543 
Ammonium nitrate ....0+6.: 3,030 : 25,639 : 21,584 : 27,581 : 16, 527 
Nitro—chalk ....cceccceee? _ : = 3 50,974 : 64,373 : 24, 633 
Natural calcium phosphate: 6 : 110 : - : 1,102 ; - 
Chemical potassium salts : 690 : 2,480 : 1,983 : 1,330 ; 661 
Others ccccccccccccccccce’ 136 : 91 : 110 : 28 ; 28 
Total tee eeeeeeeeeeeeee, 465, 610 619,101 630, 999 ' 707,497 566, 360 
COUNTRY ’ 2 : : 
Germany .ccccccccccccccac’ 32,185 ;: 95,480 : 114,228 : 146,188 ; 145,423 
Norway .ccccccesccccescees 136,832 :; 128,154 : 97,321 : 71,411 : 80,153 
The Netherlands .........: 24,743 : 50,533 : 61,092 : 48,847 : 32, 088 
GreOCE ccccccccccccccececes 23,016 : 4,409 : 10,197 : 18,418 ; 13, 834 
Belgium and Luxemburg ...: 2,526 : ~ : 14,619 : 12,779 : 17, 866 
Germany and German-— : : : $ 
occupied countries ..: 219,302 : 278,576 :;: 297,457 : 297,643 : 289,364 
Chile cccccccccccccccccces 157,290 : 174,074 : 197,347 ;: 256,471 ;: 172,262 
United Kingdom ......2.+.2: 36,677 : 51,493 52,150 : 4,876 ;: 24, 785 
United States .....eeeeee? 12,015 : 30,999 : 26,839 ; 33,769 : 35, 288 
Hungary .ccccccccccccccces 3,030 : 24,507 : 20,800 : 27,581 : 16, 527 
Algerian cccccccccccccccce’ 24,914 : 21,959 : 20,648 : 13,577 ;: 6, 350 
Switzerland .....ceeeeeee! 11,271 : 10,354 ; 10,406 : 8,156 ; 16,079 
Soviet Union .......eee0.! ~ : 2,632 : 4,632 : 4,530 : 5,028 
Other countries .......0.23 1,171 + 24,507 720 : 1,894 ; 677 
Total ....ssesceceeeess 465,610 619,101 530,999 707,497 566, 360 


Compiled from Annuaire Statistique, Caire, 1937-1938. 


Egypt’s annual fertilizer needs normally average about 600,000 short tons, rep- 
resenting in value about 10 percent of all imports. It is estimated that on the out - 
break of war stocks within the country amounted to some 250,000 tons, indicating a 
shortage of about 350,000 tons needed to meet full requirements until September 1940. 
But since September 1939, when Egypt broke off diplomatic and trade relations with 
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Germany, it has not re- 
ceived any commercial fer- 
tilizers from that country, 
and since the summer of 
1940 none has been obtained 
from the German-dominated 
areas of Western Europe. 
Moreover, with shipping 
difficulties increasing 
since last summer, it is 
doubtful whether Egypt has 
been able to obtain any- 
thing approaching normal 
supplies from Chile, the 
United States, and the 
United Kingdom. 


To protect farmers 
against profiteering the 
Government included ferti- 
lizers in the list of prod- 
ucts the retail price of 
which it controls. Yet 
despite the fact that from 
September 1939 to February 
1940 the government -con- 
trolled prices were grad- 
ually increased from an 
average of $32 to $55 per 


ton, the cartel that con- Figure 6.-Aerial view of Aswan Dan, Upper Egypt. (From Egypt 
trols tertilizer imports foday, Egyptian Trade and Publ. Org., Cairo, 1937-1938) 


continued to show a marked 

reluctance in ordering fresh supplies. The reason given was fear that the authorities 
might take no account of the war-increased costs of shipping and insurance in fixing 
the retail price. In February 1940, however, the Government and the cartel reached an 
agreement whereby the cartel undertook to import into Egypt, between February and the 
end of June 1940, some 200,000 tons of commercial fertilizers to be sold at a price 
mutually agreed upon. Even if all this quantity reached Egypt before Italy’s entry 
into the war, there isno doubt that during the year of shipping difficulties that has 
followed only unusually small quantities, if-any, could have been imported. 


In the face of this increasing fertilizer shortage, a government committee set 
up to examine the situation decided in January 1941 to approach the authorities with 
the view of requesting them to take the responsibility of importing large quantities 
of fertilizers and selling them directly to farmers at as low a price as possible. At 
the same time the committee indicated that immediate steps should be taken to obtain 
adequate supplies, as stocks were becoming dangerously low. 


Accordingly, on February 19, 1941, the Minister of Supplies stated that the 
Government had found it necessary to control the distribution of fertilizers still 
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available in the country. He further indicated that the authorities had taken over 
all the fertilizer supplies on the market, except for the quantities growers already 
had in their possession and were using for production purposes. These steps were 
taken to protect small producers against profiteering. 


The acuteness of the fertilizer problem is mounting daily in direct proportion 
to the increased dislocation in shipping. Because of this shortage and the result ing 
high prices most farmers have been compelled to curtail their normal applications, 
while some have even reduced their crop acreage. Although present small stocks my 
enable Egyptian agriculture to squeeze through the summer without seriously endanger- 
ing the condition of the soil, the situation may become precariovs in the fall, unless 


substantial quantities can be imported. 


increase in the Cost of Living 


Conditions created by the war have caused a general rise in the cost of living 
in Egypt. The increase is not large, however, compared with the situation in coun- 
tries at war or as near to war as Egypt has been since June 1940. 


As would be expected in an agricultural country like Egypt, the prices of manv- 
factures and industrial raw materials rose immediately upon the outbreak of war - that 
is, with the first sign of the possible closing of the country’s normal sources of 
supply. This price increase has continued and become sharper with the extension of 
the war and the increasing dislocation of shipping. Thus in May 1940, even before 
Italy’s participation had closed the Mediterranean to normal commerce, the price of 
products such as coal, printing paper, and iron were already 158, 152, and 110 percent 
higher, respectively, than the averages prevailing during the three months immediately 
preceding the outbreak of war. 


TaBLe 6.-Monthly total and food index numbers of the cost of Living 
in Egypt, 1938 to January 1941 
LAverage January 1, 1913, to duly 31, 1914 = 100] 
INDEX OF TOTAL COST OF LIVING INDEX OF FOOD Cost 
MONTE 
i9ss | 1939 | 1940 | 1941 1938 | 1939 1940 | 1941 
: : : : 


130 : 136 : 157 : 112 : 114 : 113 ;: 129 


_— — 


7 
. 
. 


January ...: 128 


February ..: 130 : 130 : 138 : $ 115 : 113 : 115 ; 
March .....: 130 : 129 : 137 : : 114 : 113: 114 : 
April .....: 132 : 130 : 137 : : 116 : 113: 115 

May cccccce’ 132 : 128 : 137 : : 115 : 109 : 114 ; 
Jaume ......: 131 : 128 ; 138 : : 113 : 109 : 113; 
July ....0.: 131 ; 128 : 138 : : 114 ;: 110 ; 114 ; 
August ....: 131 : 128 : 141 ; : 113 ; 110 ; 116 : 
September .: 130 : 131 : 146 : : 113 : 113; 118 : 
October ...: 132 : 132 : 152 : : 117 : 112 : 125; 
November ..: 132 : 136 : 156 : : 117 _ : 114 : 130 : 
December ..: 131 : 137 : 156 : $ 115 : 112 : 128 : 
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Cempiled from official sources. 
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During the same period, only foodstuffs entering Egypt’s foreign trade exper- 
ienced slight price increases, while prices of food products grownand consumed within 
the country either remained unchanged or even declined. Thus edible oils, tea, and 
sugar showed the heaviest rises over pre-war prices, ranging from 18 to 33 percent; 
dairy products increased by only 8 percent, and meats by 3 percent. However, because 
the grain market had been burdened with large carry-overs of wheat and rice, grain 
prices declined and were 6 percent below those prevailing during the three months 
prior to the outbreak of war. Moreover, government fixing of maximum retail prices 
for foodstuffs was largely instrumental in keeping the food price level nearly norml. 


Thus even nine months after the outbreak of war - so long as Italy was still 
out of the conflict and the Mediterranean remained open to trade - the general index 
of the cost of living had risen very slightly. In March-May 1940 it was only about 
7 percent higher than in June-August 1939. Immediately after Italy entered the war, 
however, prices of foodstuffs also followed an upward trend, which has continued un- 
interruptedly ever since (table 6). To be sure, the rise has not been spectacular, 
but it has been fast and steady. Thus, whereas the index number of the retail prices 
of foodstuffs increased by only 3 percent during the nine months that elapsed between 
the time hostilities broke out and Italy’s involvement in the conflict, it rose an- 
other 13 percent during the seven months that followed. During this period the index 
numbers of the total cost of living increased by another 14 percent, making a total 
rise of 21 percent from the outbreak of war to the beginning of January 1941. 


Several reasons have caused this rise in the cost of living. Prominent among 
these is the dislocation of shipping, which has shut off badly needed supplies, es- 
pecially of fuel, fertilizers, and industrial products, whereas the cost of the few 
commodities still imported has increased as a result of the rise inshipping and in- 
surance rates. Other causes have been the stimulating effect on Egyptian economic 
life of the sale to the British Government of the entire 1940-41 cotton crop, and the 
large expenditures of the British forces stationed in Egypt. This situation in turn 
has meant that stocks of imported goods, which could be replaced only with great dif- 
ficulty and at a high cost, have rapidly been depleted. 


The rise in the cost of living is being felt chiefly by the middleclass group 
of the population, which lives on relatively fixed incomes. Although complete data 
are lacking on the trend of earnings of the rest of the population, it is doubtful 
whether wage rates have increased in the same proportion as the rise in the cost of 
living. On the other hand, most farmers have so far received good returns for their 
cotton and grains, while hotelkeepers, shopkeepers, and people in the transport ser- 
vices are benefiting from the presence of the British Armies. 


Despite the scarcity of certain products, Egypt has not so far experienced any 
Serious shortage of foodstuffs or other essential commodities, as a result of which no 
food product has as yet been rationed. Because of the lack of fertilizers and kero- 
sene, however, the Government has recently assumed control of the distribution of 
these two products in order to avoid hoarding and profiteering. 


AXIS INTEREST IN EGYPTIAN AGRICULTURE 


Although German interest in Egypt dates to the days of the Kaiser, it has in- 
Creased greatly since the advent of the present regime, especially as part of its 
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program for the economic penetration of Southeastern Europe and the Near East. The 
drive in this latter region was first concentrated upon Turkey and Iran, and while 
gains in these two countries were being consolidated, the power was turned on Feypt. 
Here, however, the Naxis did not find the going so easy, especially because of Egypt’s 
close economic ties with the United Kingdon. 


Nevertheless, underselling, propaganda, and perseverance have succeeded in re- 
cent years in making Germany the second most important source of supplies for Egypt, 
whereas in 1930-32 - before the rise of the National-Socialist Government - it held 
fourth place. Prior to the outbreak of war Egypt purchased from Germany 11! percent 
of all its imports, and the Third Reich had become the third largest buyer of Egyptian 
cotton and foodstuffs, after the United Kingdom and France. 


Although Italy’s economic campaign was not so vigorous as that conducted by the 
Nazis, Italian economic penetration of Egypt was especially intensified after the oc- 
cupation of Ethiopia in 1936. This program was facilitated by the cooperation of the 
large Italian colony residing in Egypt and by the prestige gained from the quick vic- 
tory over the Ethiopians. In 1936-1938, Italy was Egypt’s third most important sup- 
plier of manufactured goods and fifth on the list as a buyer of Egyptian farm products, 


The potential agricultural-economic importance of Egypt to Germany and Italy 
is considerable. If these countries were to gain control of Egypt they would find 
large quantities of cotton and some foodstuffs which would make a significant contri- 
bution to their available supplies. 


Trade with Germany 


Although before the outbreak of war Germany ranked high among Egypt’s customers 
and sources of supply, Egypt was an unimportant factor in Germany’s foreign trade. In 
1936-1938 the value of imports from Egypt accounted for only about 1 percent of all 
German imports, although Egypt was Germany’s third best source of supply in Africa, 
after the Union of South Africa and British West Africa. Similarly, German exports 
to Egypt were valued at only | percent of all exports, even though the Egyptians ranked 
second only to the Union of South Africa as African customers of Germany. 


Foremost among the farm products Germany bought from Egypt was cotton, in 1936- 
1938 representing about 88 percent of the value of all German purchases in that coun- 
try. However, Egyptian cotton accounted for only 15.6 percent of all German cotton 
imports, though it covered most of Germany’s long-staple needs. Egypt also supplied 
Over two-fifths of Germany’s onion imports, and less important quantities of rice, 
cottonseed oil, and, in some years, wheat. In exchange for these exports, Egypt ob- 
tained chiefly manufactured products from Germany, especially machinery and tools, 
calcium nitrate, and coal. 


The item in Egypt most important to the Axis powers would be cotton, of whicn 
Germany could obtain enough to cover all its raw cotton needs, as measured by 1936- 
1938 average imports. During those three years Germany imported a yearly average of 
1.1 million bales of raw cotton and Italy some 650,000 bales, or a total for both 
countries of 1,750,000 bales. During the same period Egypt exported an annual average 
of 1,704,000 bales. Although only part of all this long-staple cotton could be spun 
in German textile mills, the remainder could be worked for Germany in the mills of the 
German-dominated countries. 
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Taste 7.—Value of Egyptian foreign trade with Germany by principal co..odittes, 
1936 to 1938 and average 1936-1938 


YEAR EXDING DECEMBER 31 
1936 1937 1938 AVERAGE 1936-1938 
COMMODITY ERC ENT- PERCENT- PERCENT- PERCENT- 
VALUE | AGE OF | VALUE | AGE OF | VALUE | AGE OF VALUE AGE OF 
TOTAL TOTAL TOTAL TOTAL 

: 1,000 : : 1,000 : : 1,000 : : 1,000 : 
EXPORTS : dollars: Percent: dollars: Percent: dollars: Percent: dollars : Percent 
Cottom, FAW secccecceseseece: 10,428: 89.19: 14,964: 89.18: 14,412: 85.61: 13,268: 87.86 
wheat, spelt, and meslin...: (1) : (1) : 497: . 2.96: 386: 2. 29: 294: 1.95 
ODLOMS secre recseeseseesaves? 479: 4.10: 360: 2.15: 632: 3.75: 490: 3.24 
Hides and sKins ..ceecsesees: 36: - 31: 203: 1.21: 25: - 15: 88: -58 
Cotton WASTE sesesessevessest 71: - 61: 157: -94: 85: «50: 104: - 69 
Cottemseed Cake .2.e-ceeseee? 66: 66: 122: +73: 25: - 15: 71: +47 
Waste of cotton yarn ..ee-+0: 61: - 52: 86: - 51: 25: - 15: 57: - 38 
RICO ccccccsccccccccceccccce? $11: 2.66: 51: . 30: 155:  .92: 172: 1.14 
OFANBZOS cecseeeceseseeeeseeet 5: - 04: 51: - 30: 135: - 80: 64: -42 
Tangerines and sweet lemons : 10: -09: 25: - 1%: 110: - 65: 46: -32 
Cottomseed O11 weeeeeeseveee? 25: +21: 41: - 84: 652: 3.87: 239: 1.58 
All other exports ...eeeeeee: 200: 1.71: 222: 1.33: 192: 1.16: 207: 1.37 
Total exports = .esessecees 11,692 100.00 16,779. 100.00 16,034 100.00 15,102, 100.00 

IMPORTS 

Metals and manufactures ....: 3,970: 22.18: 4,126: 19.40: 4,206: 22.36: 4,101: 21.22 
Nitrate of calcium ....+++++: 2,054: 11.48: 3,684: 16.85: 3,670: 19.61: 3,103: 16.06 
Coal and Coke .scccccsscsees: 1,386: 7.75: 2,732: 12.85: 1,238: 6.58: 1,785: 9.24 
Machinery cccccccccsecccccces:’ 2,355: 13. 16: 2,453: 11.54: 2,411: 12.61: 2,406: 12.45 
Stationery, paper bags, etc.: 897: 56.01: 1,394: 6.56: 847: 4.40: 1,046: 5.41 
Medical preparations ...+.+.: 581: 3. 25: 624: 2.93: 672: 3.57: 626: 3.24 
Automobiles and accessories 280: 1. 56: 537: 2.53: 546: 2.90: 454: 2.35 
Cotton piece goods ....eseee: 341: 1.91: 446: 2.10: 311: 1.65: 366: 1.89 
Woolen fabrics ..seseseceses? 214: 1.20: 309: 1.45: 211: 1.12: 245: 1. 37 
Coal-tar dyes ..scccseccsese? 229: 1. 28: 274: 1. 29: 221: 1.17: 241: 1.25 
Fertilizers, ammonia ......¢: 657: 3.67: 218: 1.03: 431: 2. 29: 435: 2.26 
Photographic apparatus .....: 204: 1. 14: 157: » 74: 165: 88: 175: 91 
Artificial silk fabrics ....: 153: - 85: A417: » 55: 65: + 35: 112: -58 

Straining cloth, wool or g : : : 3 
BAIP wcccccccccccccccccces? 41: « 23: 96: 2 45: 75: + 40: 71: «37 
Cottom wearing apparel .....: 102: - 87: 86: 40: 65: «35: 84: 243 
All other imports ...ceeeese: 4,431: 24.76: 4,112: 19.33: 3,680: 19.56: 4,075: 21.08 
Total MIE sclisarseene. 17,895. 100.00. 21,265 100.00. 18,814 100.00. 19,325. 100.00 


i if any, included in "other exports." 


Excludes gold bullion and specie, 


if any. 


Compiled from the Annual Statement of the Foreign frade of Egypt. 
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TaBLe 8.-Value of Egyptian foreign trade with Italy by principal commodities, 
1936 to 1938 and average 1936-1938 


YEAR ENDING DECEMBER 31 
1936 1937 1938 AVERAGE 1936-1938 
COMMODITY PERCENT- PERCENT- PERCENT- PERCERT- 
VALUE AGE OF VALUE AGE OF VALUE AGE OF VALUE AGE OF 
TOTAL TOTAL TOTAL TOTAL 
1 ,000 : 1,000 1,000 : : 1,000 : 
EXPORTS : dollars : Percent : dollars : Percent : dollars: Percent : dollars : Percent 
Cotton, raw sseceeceset 4,062 : 84-523 : 121,091 : 91.46 : 7,911 : 890-43 : 7,688 89.81 
OMLONS were eeeressceees? $1: 1.06 : 253 : 2.09 : 160 : 1.71 : 161 : 1.76 
Phosphate of line, : : : : : : : : 
matural seeccecesese: 352 : 7.32: 142 : 1.17 : 281: 3.21 : 268 : 3.01 
RICO cceecceccrecesese: 20 : 042: 417 : ©9096: 20 : -83 : 62 : » 61 
Cigarettes weccecccees? 25 : -52 : 106 : °87: 55: 63 : 62: 72 
Ores, metallic ..seeee: 20 : 042: 96 : 79: (1) : (4X) : 39: -46 
Rags and waste of ? : : 
textiles secessveees? 10 : -21: 41: 34: 15 : -17: ea - 26 
All other exports ....: 266 : 5.53 : 280 : 2.32: 316 : 3.62 : 266 : 3.37 
Total exports®.....6 4,806 : 100.00 : 12,126 100 .00 8,748 ' 100.00 8,560 100.00 
IMPORTS $ $ : 
Cotton piece goods ...: 3,594 : 46.56: 8,303 : 49.89 : 7,625 : 650.63 : 6,174: 49.69 
Woolen fabrics ..ceeee? 112: 2.01 : 831: 4.99 : 762 : 4.99 : 565 : 4.55 
Artificial stiik yarn .: 87 : 1.56 : 765 : 4.60 : 717 : 4.76 : 523 : 4.21 
Metals and manufactures: 148 : 2.66 : 583 : 3.50 : S31: 8.53 : 421: 3.39 
Artificial silk fabrics: 61: 1.09 553 : 3.832 : 226 : 1.50 : 280 2. 25 
Stationery, paper $ : 
bags, CCG. seccsesees? 133 : 2.39 : 350 : 2.10 : 326 : 2.16: 270 : 2.17 
Machinery «escesesseeet 97 : 1.74 : 314 : 1.89 : 401 : 2.66 : 271 2.18 
Potatoes wcccccseveces? 280 : 6.03 : 309 : 1.86 : 206 : 1.87 : 265 2.13 
Automobiles, parts, : $ $ : 
and accessories ....: 148 : 2.66 : 284 : 1.71 : 231 : 1.53 : 221: 1.78 
Cottonm thread .....e00: 10 : -18 : 243 : 1.46 : ‘176: 1.16: 143 1. 15 
Artificial silk, $ $ $ $ : 
Bpparel wcccccecccest 97 : 1.74 : 304 : 1.83 : 100 : 66 : 167 1. 34 
Marble or alabaster ..: 92: 1.65 : 177 : 1.06 : 965 : 63 : 121: 97 
Natural silk, yarn ...: 76 : 1.36 : 152 : 91: 201 : 1.33 : 143 : 1.15 
Cotton hosiery ..ceces: 10 : 018: 127 : 76: 140 : 293 : 92 «74 
Tomatoes, preserved $ $ 3 $ : : g 
and paste wcccccsseelt 651: 092: 117 : 70 : 40 : 227 : 69 : - 56 
Medical preparations .: 41: 74: 101: -61 : 90 : 60 : 77: - 62 
All other imports ....: 1,534 : 27.83 : 3,129 : 18.81: 3,203 : 21.28 : 23,622 : 21.12 
Total imports’...... 5,571 | 100.00 16,642 100.00 15,059 100.00 12,424 °° 100.00 


. - 
s. 2 


Pe 


a 


. 
a i 


. If any, included in “other exports." 


Excludes gold 


Compiled from the Annual Statement of the Foreign frade of Egypt. 


bullion and specie, if any. 
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From its potential takings of cottonseed, Germany could extract enough cake and 
oil to meet about 30 percent of its normal requirements in feed concentrates and 10 
percent of all its normal imports of fats and oils. In addition, Egypt could supply 
over 65 percent of German normal requirements of rice, 50 percent of its imports of 
onions, and about 20 percent of its phosphate imports. 


Trade with Italy 


After the Italian possessions, Egypt was Italy’s best customer and source of 
supply in Africa before the present war. Egypt’s relative position in the Italian 
foreign trade, however, was not very important, though more significant than in the 
case of Germany. In 1936-1938 the value of imports from Egypt averaged 1.6 percent of 
total Italian imports, while that of shipments to Egypt accounted for about 2.5 per- 
cent of total Italian exports. Raw cotton represented the bulk of Italian imports 
from Egypt and in 1936-1938 averaged 90 percent of the value of all Italian purchases 
in that country. Phosphate rock and onions were next in importance. To pay for these 
imports, Italy sent Egypt manufactured products, two-thirds of which were made up of 
cotton piece goods and other textiles. 


It has already been pointed out that Egypt could curgently supply enough cotton 
to cover both German and Italian needs, as measured by 1936-1938 imports. At the same 
time Italy could obtain cottonseed to cover a substantial portion of its normal im- 
ports of oilseeds. Egypt could in addition supply about half of Italy’s normally 
small imports of eggs and sugar, as well as some other farm products. 


These potentialities are based on the assumption that war operations would not 
affect the country’s producing capacity and that the Axis powers would take all the 
normal farm exports of Egypt. Large stocks of cotton, cottonseed, and various quan- 
tities of foodstuffs from last year’s crops, accumulated within the country because of 
the disruption of Mediterranean shipping, would also be available. In addition, more 
foodstuffs could be obtained if rationing were introduced. 


To the extent that a possible conquest of Egypt would also mean complete domi- 
nation in the Eastern Mediterranean, Germany and Italy would have access to additional 
supplies of cigarette tobacco, olive oil, grains, dried fruits and nuts from Turkey, 
and important quantities of citrus fruit from Palestine. The full advantage of all 
these potential supplies, however, would be realized only if adequate shipping facil- 
ities could be provided. 


TRADE WITH THE UNITED STATES 


Prior tothe outbreak of war the United States ranked fourth among Egypt’s prin- 
cipal sources of supply, after the United Kingdom, Germany, and Italy. As a customer, 
however, it was only seventh on the list, and in recent years the balance of trade be- 
tween the two countries has been in favor of the United States. Thus, in 1936-1938 the 
Value of imports from the United States averaged 10.8 million dollars while that of 
Egyptian exports tothis country amounted to only 6.3 million. This situation, however, 
was normally offset toa large extent by the expenditures of American tourists in Feypt. 


American exports to Egypt normally consist chiefly of manufactured goods, one- 
third of which is made up of automobiles and parts and one-fifth of machinery and 
tools. The principal farm products exported are fresh apples, pears, leaf tobacco, 
and wheat flour, all of which normally account for only 10 percent of the total. 
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With the exception of a few minor items, United States imports from Egypt 
are normally made up of farm products. Foremost among these is long-staple cotton, 
which alone accounts for over 66 percent of the total, and cottonseed oil, which 
constitutes another 12 percent. The only other item of importance is raw wool, which 
normally represents over 9 percent of the total (table 9). 


Despite the fact that the value of all Egyptian imports in 1939 declined by 8 
percent from that of the previous year, imports from the United States continued the 
upward trend begun in 1933, and were nearly 10 percent above those of 1938. Moreover, 
because of the interruption of German-Egyptian trade relations in September 1939 and 
the reduced Egyptian purchases of Italian cotton piece goods during that year, the 
United States rose to second place - ranking after the United Kingdom - as Egypt’s 
principal source of supply. Imports of American leaf tobacco were higher than in 
1938, while those of fresh apples and pears declined. This decline was due not only 
to the short 1938-39 American apple crop, but also to the reduced number of refriger- 
ator boats plying in the region of the Mediterranean. 


The value of Egyptian exports to the United States also rose substantially in 
1939, being 72 percent higher than in 1938. This increase was largely a result of 
heavier American purchases of long-staple cotton, occasioned by apprehension that the 
war might cut off normal supplies. Despite this large increase in imports, the United 
States in 1939 was still seventh on the list of Egypt’s customers. : 


The extension of the war and the gradual shutting off of many normal sources 
of supply have further increased the importance of the United States as supplier to 
the Egyptian market. Not only did this country maintain its position in 1940 as the 
second most important source of supply, but the value of Egyptian imports of United 
States products during the first seven months of 1940 were actually larger than the 
total value of such imports during the entire year of 1939. Moreover, despite the 
fact that the Mediterranean was declared a combat zone in June 1940 and American 
vessels were prevented from reaching Egyptian ports in that sea, during the last five 
months of 1940 supplies from the United States arrived in Egypt in neutral ships more 
regularly than from any other country except Great Britain. In fact, at the beginning 
of 1941 Great Britain and the United States, followed by countries which in normal 
times used the Red Sea route (Japan, Australia, India), were practically the only 
sources supplying the Egyptian market with imported goods. 


Exports of Egyptian products to the United States also increased in the first 
seven months of 1940, though to a much lesser degree than imports. This was the case 
despite the fact that total Egyptian exports had declined considerably. 


The outlook for American-Egyptian trade, though depending to a great extent on 
the development of war operations in the Mediterranean, is rather favorable. A 
Sreater wolume of trade may be expected as a result of the Presidential Proclamat ion 
of April 11, 1941, which enables American vessels to enter the Red Sea through the 
Gulf of Aden. Because of difficulties in obtaining machinery, steel products, paper 
Products, fertilizers, and most manufactured goods from Egypt’s normal sources of 
supply, practically every importing firm in the country’s three largest cities is 
Seeking American connections. Similarly fresh apples and pears, dried fruits, and 
tobacco are among the United States farm products in greatest demand. 
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RUBBER REGULATION... . 


By Lois Bacon* 


World trade in rubber has been the object of 
interterritorial regulation for longer periods than has 
trade inany other agricultural commodity. The Stevenson 
Plan, 1922-1928, was applied within the British Empire. 
The present international agreement, which became effec- 
tive in 1934, includes practically all those countries 
that have importance as a source of supply of cultivated 
rubber. 


CHARACTERISTIC FEATURES OF THE RUBBER INDUSTRY 


Rubber belongs to the group of commodities whose production capacity cannot be 
quickly adjusted to demand. Some five to seven years are required for rubber trees 
to reach the bearing age and about ten years for them to reach full production. If 
demand taxes production capacity, and unless new production techniques can increase 
the yield of the trees in bearing, high prices will prevail over a relatively long 
period. This condition is likely to cause over-planting, with an ensuing period of 
excess production capacity, low prices for producers, and cessation of planting. 


Excess production capacity of rubber, however, unlike that of most tree crops, 
does not necessarily mean excess production. Tapping of rubber trees may be restricted 
or stopped, with beneficial rather than harmful effects on the trees. Thus it is 
possible to reduce market supplies without accumulating stocks or destroying rubber. 


Regulation of market supplies through collective action is favored by several 
factors. Production is concentrated in relatively few countries; all but a small 
percentage of world net exports come from British countries in the Middle East, the 
Netherlands Indies, French Indochina, and Thailand. In most of these areas, produc- 
tion is dominated by a comparatively few highly capitalized European companies. The 
output is destined for manufacture in other countries. The United States alone ac- 
counts for about one-half of world rubber absorption, and the United Kingdom, Germany, 
France, and Japan for one-fourth to one-third. Since rubber cannot be grown in the 
great consuming countries, a policy of national self-sufficiency with regard to this 
essential raw material has been out of the question, at least until very recently with 
the development of artificial rubber. The demand for rubber, originating chiefly in 
the automobile industry, is relatively inelastic, so that prices can be increased 
without greatly affecting absorption. Stabilization of crude rubber prices at a rea- 
sonable level that would ensure a steady and adequate supply and lessen the risk of 
buying forward would be desirable from the manufacturer’s point of view. 


* Assistant Agricultural Economist, Office of Foreign Agricultural Relations. 
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Other things being equal, however, price stabilization through planned control 
of supplies is especially difficult in the case of commodities the demand for which 
is hard to forecast, and whose production costs are being greatly influenced by ad- 
vances in production technique. Rubber falls in this category. When government con- 
trol was first established in 1922, the cultivated rubber industry had existed but a 
short time, and unexpected developments of demand and production costs are especially 
to be expected in a new industry. Yet the need to foresee substantial increases in 
demand is greater in the case of rubber, if surplus production is left in the trees, 
than inthe case of commodities for which price control involves the holding of stocks 
that are at once available. The chief problem arising from new or improved methods 
of production lies in the resistance to a deliberate downward adjustment of regulated 
prices. Though rubber prices, within limits, may have little effect on demand, main- 
tenance of too wide a margin between prices and costs paves the way to the opening of 
new sources of supply. 


THE STEVENSON PLAN 


Adoption of the Plan 


As cultivated rubber became available in increasingly large quantities, rubber 
prices, which had reached an average of 8s. 9d. ($2.10) in 1910,* showed a steep down- 
ward trend. A serious check on absorption developed in 1917-1918, when the shortage 
of shipping became acute, and brought pressure for government control of supplies. 
The pressure was renewed in the first post-war depression when absorption declined, 
stocks accumulated, and monthly average prices of rubber*® dropped from nearly 3s. (54 
cents) per pound in January 1920 to 7.5d. (12 cents) in June 1921. The area under 
rubber had continued to expand even during the war, an expansion to which native small 
holders made large contributions. The increasing importance of native rubber, as these 
trees came into bearing, rendered more difficult the voluntary restriction of output, 
which had been sponsored several times by the British Rubber Growers Associat ion. 


The Stevenson Committee, appointed by the British Colonial Secretary in October 
1921 to consider relief measures for the rubber industry, reported in May 1922 that it 
was not possible to estimate crude rubber consumption in 1922 at more than 300,000 
long tons, the average forthe years 1919-1921; with an estimated "normal unrestricted 
output" in the same year of 400,000 tons, a restriction to at least 75 percent of 
"normal" product ion would be needed to adjust output to absorption, while an even more 
drastic restriction would be “imperative” if existing stocks were to be reduced - as 
would be necessary, in the Committee’s opinion, to give the industry sufficiently 
rapid relief. 


It was on the basis of these figures and the opinion that “consumption is not 
likely to overtake potential production for some years" that the Committee recommended 
government action to control rubber exports, providing the cooperation of the Nether- 
lands could be secured. Following the decision of the Netherlands Government not to 
intervene, the Committee made a second report in October 1922 recommending the adopt ion 


i 
Unless otherwise noted, shillings and pence have been converted into United States currency 
et the annual average rate of exchange for the year specified. 


2 
Unless otherwise noted, prices are spet prices for standard ribbed smoked sheet in London, 
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of a restriction scheme for the Malay States, the Straits Settlements, and Ceylon. 
Though it was evident by then that absorption had increased markedly in 1922, the 
Committee continued to base their recommendations on the basis of the absorption f ig- 
ure of 300,000 long tons "in order that they may err on the safe side.” 


Control on a Mechanical Basis 


The Stevenson Plan became effective November 1, 1922. Exports from the regulat- 
ing countries at the minimum export duty of 4d. (1 cent) per pound® were limited to 
60 percent of “standard production" forthe first three months. Exports over and above 
the quota were to be charged higher export duties, which ranged from 4d. (8 cents) per 
pound, for any excess up to 5 percent, to Is. (24 cents) per pound for an excess of 
over 100 percent. Changes in the quota allotted were to be governed automatically by 
the price of ribbed smoke sheet in London. The pivotal price was Is. 3d. (30 cents) 
per pound. The percentage exportable was to remain at 60.as long as the average price 
for a quarter ranged between Is. 3d. and Is. (30 and 24 cents) per pound. If the 
price in the second or any subsequent quarter averaged less than Is. (24 cents), the 
percentage exportable was to be reduced to 55 percent in the next quarter, and by an- 
other 5 percent in each succeeding quarter until the price reached Is. 3d. (30 cents). 
Once the quota was lowered, it could not be raised except on the basis of a price of 
ls. 3d. (30 cents). The percentage exportable was to be increased by 5 points if the 
average price inthe preceding quarter averaged between Is. 3d. and Is. 6d. (30 and 36 
cents) per pound, and by 10 points if the price in the preceding quarter averaged Is. 
6d. (36 cents) or more. Once the percentage exportable was increased to 65 or more, 
and prices for the quarter averaged less than ls. 3d. (30 cents), it wasto be lowered 
by 5 points in the next quarter. 


Unanticipated Rise in Absorption 


The Committee’s estimate of absorption proved far too low. Actual absorption, 
placed at 270,000 tons in 1921, amounted to about 400,000 tons in 1922, increased to 
560,000 by 1925, shrank somewhat in the next year, and then rose to 680,000 by 1928. * 


It was the rapid rise in absorption that brought a reduction in stocks in the 
first years of the Plan. World net exports continued to increase, in spite of re- 
striction in Malaya and Ceylon, which in 1922 accounted for 53 and 12 percent of the 
total, respectively, but remained smaller than absorption through 1925. During the 
first eight restriction quarters, the pivotal price was exceeded only once (February- 
April 1923), but neither did prices fall below 1s. until May-July 1924, thus reducing 
to 55 the exportable percentage in the succeeding quarter. But by the end of 1924 
stocks had fallen to levels very low in relation to absorption. In 1925 the situa- 
tion became still more acute. That year saw prices skyrocket from an average of 


3 
Export duties and pivotal prices converted at the rate of 1d. = 2.0 cent. prevailing after 
Britain returned to the gold standard in 1925. During 1923-24 the lowest average monthly value 
of the British penny in terms of U. S. cents was 1.77 cents in January 1924. 


. Unless otherwise noted, figures for absorption and exports during 1920-1928 have been taken 
from the Monthly Bulletin of the Rubber Growers’ Association, and stocks, which include those 
afloat, from J. W. F. Rowe, Memorandum No. 29 of the Royal Economic Society, issued by arrange- 
went with fhe London and Cambridge Fconomic Service, april 1931. For 1929 and thereafter, the 
figures of the Statistical Bulletin of the International Rubber Regulation Committee have been 


used. 
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is. 5.998d. (36 cents) in November 1924-January 1925 to 3s. 10.709d. (93 cents) in 
November 1925-January 1926. ° 


The mechanical rigidity of the Plan prevented a rapid release of rubber, which 
might have checked the excessive rise in prices. The average of Is. 5.998d. (36 
cents) was just too low to permit a 10-point increase in the percentage exportable for 
the quarter of February-April 1925, and though the 10-point additional release was 
made in each of the three succeeding quarters, Malaya and Ceylon were allowed to ex- 
port only 85 percent of "standard" production at the minimum export duty even in 
November 1925-January 1926. 


Had the percentage exportable been raised to 100 percent, however, it is improb- 
able that Malaya and Ceylon would have been able to fill their quotas. The fact that 
unused export rights piled up at the end of the restriction year November 1925-October 
1926, during the last three quarters of which the exportable percentage was 100 percent 
and while prices were falling rapidly, may have been partly due to holding by rubber 
growers in the hope of higher prices. Possibly, also, potential product ion capacity 
at that time was smaller than "standard" production, though in 1929, when restrict ion 
had been abandoned, exports from both Malaya and Ceylon exceeded the "standard" pro- 
duction fixed for any of the preceding six years. But it is undoubtedly true that in 
1925-1926 labor was an important bottleneck. In Malaya, at least, planters had cut 
their labor forces to a restriction basis, and required time to build them up again. 


increase in Pivotal Price 


The events of 1925 gave striking evidence of the need for modification of the 
Plan. When it came, however, the modification was not of the nature to reassure con- 
sumer interests. For February-April 1926, the Colonial Office increased the percent- 
age exportable by an extra 5 points, to 100 percent. In April the Plan was revised, 
full details being announced in October by the Colonial Office. The new sliding scale 
provided for greater elasticity in adjusting supply to demand. In no case was the 
percentage exportable to be more than 100 or less than 60. 


Most startling, however, was the increase in the pivotal price from Is. 3d. to 
ls. 9d. (30 to 42 cents). It had been contended that the old pivotal price was too 
high. A number of economies introduced during the depression of 1920-1922 proved an 
advance over old production techniques, and scientific research was pointing the way 
to further lowering of costs. Both British and Dutch rubber companies made good prof- 
its in 1923 and 1924, when prices averaged less than Is. 3d. (30 cents). But if a 
Price of ls. 3d. (30 cents) was adequate to maintain the marginal producer in Malaya 
and Ceylon where costs were swelled by restriction, without being high enough to cause 
Over-planting in the Netherlands Indies, a price of ls. 9d. was undoubtedly too high. 


Unanticipated Rise in Supplies 
The attempt to maintain the new pivotal price met with failure. Rubber prices 


had broken from their peak of 4s. 2.6d. ($1.01) in November 1925. They averaged over 
Is. 9d. (42 cents) for the last time in the May-July 1926 quarter, although they 


Shillings and pence converted into United States cents at the average rate of exchange for 
the periods specified. 
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continued to exceed the old pivotal price in the next six quarters. "Once again," to 
quote from the statement of the Colonial Secretary to Parliament on April 28, 1928, 
"the incalculable element entered. How far the development of reclaimed rubber entered 
into it - the increased figures for the period were phenomenal - I am not prepared to 
say. Certainly the development of native rubber in the Netherland East Indies, and 
the general unforeseen elasticity of the whole supply of the Netherland East Indies, 
defeated all calculations." 


The increased use of reclaimed rubber no doubt accounts in large part for the 
temporary decline in United States crude rubber absorption in 1926, which was also af- 
fected by the economy campaign conducted by the Secretary of Commerce. Not until 1928 
did United States crude rubber absorption exceed the 1925 level. United States re- 
claimed rubber absorption, which had more than doubled between 1924 and 1926, continued 
to reach new peaks, amounting to 190,000 tons in 1927 and to 223,000 in 1928. This 
was equal, inboth 1927 and 1928, to half of the United States crude rubber absorption 
and to almost a third of world rubber absorption. 


An increase in production capacity of native holdings and estates inthe Nether- 
lands Indies became evident during the first years of the Plan. The development of 
native output, formerly unimportant, was more surprising, but estate output increased 
by about the same amount while the Plan was in operation. Netherlands Indies rubber 
exports doubled between 1922 and 1925, and rose by a fifth in the next two years. 


In 1926, with an exportable percentage of 100 percent during the greater part 
of the year, Malaya and Ceylon also contributed heavily to the increase in world ex- 
ports, which exceeded world absorption for the first time since 1922. The quota was 
reduced to 80 percent for the November 1926-January 1927 quarter, to 70 percent for 
the following quarter, and then to 60 percent, where it was left for the remaining 
quarters of the Plan. Restricted exports from Malaya and Ceylon in 1927 more than 


offset increased exports from nonregulated countries, but world exports still ex- 
ceeded world absorption, though the latter rose to a new high. In 1927 Malaya and 


Ceylon supplied 49 percent of a world export of 607,000 tons, as compared with 65 per- 
cent of a world total of 400,000 in 1922. The share of the Netherlands Indies, 24 
percent in 1922, amounted to 38 percent in 1927. 


Abandonment of Control 


The increased difficulty of influencing prices with a reduced proportion of 
output under British control; the prospect of losing a still larger part of the market 
to the Netherlands Indies, where planting had been stimulated and where producers not 
only had lower costs than in restriction areas but also "every inducement to study 
every conceivable new development, seed selection, budgrafting - anything that would 
increase the output"; opposition to the scheme in Ceylon; smuggling; corruption of 
native staffs; and the important part played by rubber in the British balance of pay- 
ments and maintenance of the gold standard, were mentioned by the Colonial Secretary 
as leading the government to its decision to abandon restriction. The date set was 
November 1, 1928, announced by the Prime Minister on April 9. 


In the last restriction quarter, prices averaged only 8.874d. (18 cents). The 
decline in prices in 1928 was undoubtedly influenced by the knowledge that regulation 
was to be abolished. Absorption continued to rise and exceeded exports, in spite of 
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greatly increased shipments from Malaya and Ceylon in November and December. But 
stocks were allowed to fall to low levels, amounting to only 188,000 tons at the end 
of September - little more than three months’ supply at the prevailing rate of absorp- 


tion. 


Effects of the Plan 


The scheme had been costly for consumers; it was to be costly for producers. 
The upsurge of demand for rubber in the twenties might in any case have called forth 
an increased production capacity, but it is most unlikely that the increase would have 
been so great had prices not been maintained at artificially high levels. Plant ing 
was greatly extended in 1925 and 1926, especially by natives in the Netherlands Indies. 
These trees were to come of bearing age just when the rubber industry was facing a 
shrinkage in demand. Restriction also contributed to raising the maximum possible 
production of trees in bearing to the extent that it hastened the adoption of produc- 
tion methods that improved yields, not only in the Netherlands Indies, where the urge 
was to raise output, but also in Malaya. There the reserve of labor, held especially 
after 1926 to enable estates to fill increases in the percentage exportable, was util- 
ized to adopt better cultivation practices and tapping systems and methods. Native 
holdings also benefited from the advance in technique. 


Permanent improvement in yields accounted in large part for the increase in 
world net exports by over 200,000 tons, or nearly a third, in 1929; of the total, 
Malaya and Ceylon furnished 62 percent and the Netherlands Indies 30 percent. These 
large supplies failed to depress the market for a time, for demand also continued 
strong. Absorption increased by 130,000 tons, because of the high level maintained 
in the first six months of the year. United States consumption, however, decreased in 
the last six months, and year-end world stocks rose sharply to 330,000 tons. Prices, 
which had moved upward during January-March and then ranged between 10d. and Ild. 
(20 and 22 cents), broke in October. 


NATIVE VS. ESTATE PRODUCTION 


The lowering of production costs put the estates in a better position to com- 
pete with natives, whose great advantage lay inthe virtual absence of overhead costs. 
Native holdings, which had gained in importance as a source of rubber supplies, in 
1929 furnished two-fifths of world net rubber exports. Native production in Malaya 
increased more in 1929 than estate production, accounting for nearly half of the Ma- 
layan output. The proportion was almost as high in the Netherlands Indies, where 
native production came from trees planted before the boom of 1925. 


Native rubber proved more sensitive than estate rubber to the great price de- 
cline between 1929 and 1932, which carried rubber prices (expressed in gold) from an 
average of 10.25d. to 1.69d. (20.5 to 3.4 cents) per pound. ° Production on estates, 
whose costs weire drastically reduced,-was only 6 percent below the 1929 level in 
1932, though tapping had been restricted and even stopped completely on some estates. 


Production by natives, on the other hand, was at least one-fifth less in 1932 than 
in 1929, 


6 
Pence converted into cents at the rate of id. = 2 cents. 
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The response to the price decline, cushioned somewhat for British countries 
after sterling was detached from the gold standard in September 1931, was not uniform 
in the various rubber producing areas.’ In Ceylon and India both estate and nat ive 
output decreased markedly. In Malaya native output was as well maintained as estate 
output until 1932. In the Netherlands Indies estate production showed a marked in- 
crease in 1931, whereas native production fell heavily and steadily between 1929 and 
1932, though until 1932 the output remained high in areas where rubber was practically 
the only source of cash income. The only country that increased production in 1932 
was Indochina, where planters received a subsidy paid out of the proceeds of a tax on 
rubber imports into France, instituted in 1931. 


The fall in prices was halted in the middle of 1932. Exports dropped abruptly 
in that year, and world consumption showed little change in spite of a continued de- 
cline in the United States, where consumption fell by nearly 30 percent between 1929 
and 1932 as compared with 14 percent for the world total. In 1933 world absorption 
rose to a new peak, the United States participating in the rise. But with exports 
making an even stronger recovery, stocks also rose to a new high, though the ratio 
to absorption declined. That prices continued to rise in 1933, averaging 2.22d. gold, 
or 3.25d. sterling (5.8 cents), was due largely to the prospect of export control. 


Native rubber played an important role in the rise in exports in 1933. In 
Malaya native output increased by more than one-fifth, whereas estate output remained 
about the same. In the Netherlands Indies native output increased by more than four- 
fifths, and estate output by less than one-eighth. 


INTERNATIONAL RUBBER REGULATION AGREEMENT 


The response of native production to small price increases, the difficulty of 
covering the cost of even efficiently produced estate rubber at the prevailing price 
level, and the large stocks accumulated led to the resumption of negotiations for ex- 
port control early in 1933. In April 1934 an agreement was reached, and prices ad- 
vanced to 6.5d. sterling (13.6 cents). The International Rubber Regulation Agreement, 
effective from June 1, 1934, to December 31, 1938, and prolonged for a period of five 
years, was adopted "with the object of reducing existing world stocks to a normal fig- 
ure and adjusting in an orderly manner supply to demand and maintaining a fair and 
equitable price level which will be reasonably remunerative to efficient producers." 


Comparison with the Stevenson Plan 


The Agreement differed greatly from the Stevenson Plan. It was far more in- 
clusive, covering not only British Malaya and Ceylon, but also the Netherlands Indies, 
India, Burma, North Borneo, Sarawak, French Indochina, and Thailand, or practically all 
producers of cultivated rubber. It provided for the regulation of planting and of 
stocks in producing countries, as well as for the regulation of exports. Export regu- 
lation was to be on an arbitrary instead of a mechanical basis. No price was set as 
the desired goal. Provision was made for an International Rubber Regulating Committee 
composed of delegations from the regulating countries, eachdelegation having one vote 


7 
P Gehlsen, C. A., World Rubber Production and frade, Economic and Technical Aspects, 1935- 
939, Tables 6-8, pp.21-23, International Institute of Agriculture, Rome, 1940. 
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for each thousand tons of basic quotas. Some recognition of consumers’ interest was 
given; American and European manufacturers were invited to form a committee to tender 
advice on stocks, exportable percentages, and other matters of interest to them. 


Regulation of Planting 


Through 1938 new planting was prohibited in regulated countries other than 
Thailand, except for experimental purposes and only to an extent equivalent to one- 
fourth of 1 percent of any territory’s existing total planted area. Replanting was 
limited to 20 percent of the existing planted area on any one holding. For 1939 and 
1940, however, it was agreed to permit new planting of an area not greater than 5 per- 
cent of the planted area, and to remove all restrictions on replanting. These regula- 
tions could be modified after 1940 by the International Rubber Regulation Committee, 
if the Committee saw fit to do so. Exports of planting material were prohibited ex- 
cept, after 1938, to regulated countries. 


Arbitrary Control of Exports 


Export quotas were to be fixed (except in the case of Thailand and Indochina) 
in terms of a percentage of specified basic quotas which increased yearly. Thus, to 
secure an equal degree of restriction in all years, the percentage exportable would 
have to be steadily reduced. Determination'of the export quotas was in the hands of 
the knternational Rubber Regulation Committee. The division of the quotas among pro- 
ducers was left to the governments of the participating countries. 


The Market Under Regulation 


The International Rubber Regulation Committee curbed exports slowly and grad- 
ually in the latter part of 1934. With large shipments in the months preceding the 
effective date of the Agreement, world exports for the year totaled over a million 
tons, considerably exceeding an increased consumption. Prices were well maintained, 
however, averaging 6.22d. sterling (13.1 cents) in 1934, though they commenced to de- 
cline in the fall. Stocks first showed a substantial reduction in the fall of 1935, 
and dropped abruptly in the next year. In 1936 consumption exceeded a million tons, 
whereas exports were kept at about the 1929 level for the second year in succession by 
dint of an average export quota of 67.5 and 62.5 percent in 1935 and 1936 respectively. 
The gradual rise of prices beginning in the fall of 1935 became abrupt at the end of 
the following year. Between October 1936 and March 1937 the monthly average price in- 
creased from less than 7d. (14.7 cents) to nearly ts. (25.2 cents), causing fear of a 
repetition of the events of 1925. 


Again the increase in consumption had been unanticipated. In October 1936 the 
Committee announced an increase from 65 to 70 percent in the quota for the first half 
of 1937. In December this was raised to 75 percent for the first quarter and 80 per- 
cent for the second quarter. The producers, however, could not at once increase ship- 
ments on such short notice. Exports in January and February were well below the quota, 
but very large exports in March wiped out much of the deficit. Exports in April 
dropped heavily, but the quota for the second quarter was slightly exceeded, since 
large shipments from the Netherlands Indies, especially of native rubber, offset the 
deficits of other regulated areas. As doubts were removed respecting the ability of 
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producers to fill the higher quotas, prices declined. For the year as a whole, world 
exports totaled 1.14 million tons, and consumption reached 1.10 million. 


Absorption declined in the latter part of 1937, which brought a recession of 
business activity in the United States. In 1938 United States consumption fell to 
less than the 1934 level. Stocks accumulated, and prices continued to decline until 
the second quarter of the year. With a recovery in consumption and an exportable 
percentage of 45 percent in June-December, stocks were reduced once more and prices 
improved. In 1939 absorption again exceeded 1 million tons, and world exports were 
nearly as large. Regulated areas were permitted to ship 50 percent of basic quotas 
in January-June, 60 percent in the next quarter, and 75 percent in the final quarter. 
By August, the last month for which data are available, world stocks had been cut 
to 339,000 tons, the lowest figure since February 1937. Prices, after faltering in 
the early months of the year, moved up to an average of 8.63d. sterling (15.5 cents) 
in August 1939. 


The first months of the war saw a sharp increase in prices to 12.7d. (21.3 
cents)® for February 1940. Monthly average prices during the remainder of the year 
fluctuated between I1ld. (April) and 13.1d. (June). The demand for rubber, strong in 
spite of the virtual loss of markets in continental Europe, brought a gradual increase 
in the export quota to an average of 83% percent for 1940. The quota was more than 
filled, because of large shipments from Malayan producers and natives in the Nether- 
lands Indies. As a result, exports reached a new peak. 


In the United States, requirements were swelled not only by increased consump- 
tion but by the efforts of the government to build up reserve stocks. In June 1939 
the United States hadconcluded a barter agreement with the United Kingdom for the ex- 
change of 600,000 bales of cotton for some 85,000 tons of rubber for war emergencies. 
A year later the newly-established Rubber Reserve Company contracted for 150, 000 tons 
at a price ranging between 18 and 20 United States cents (10.7d. and 11.9d. sterling 
at the official rate of exchange), c.i.f. New York. In September 1940 another con- 
tract was made for an additional 180,000 tons, for delivery in 1941, at prices rang- 
ing between 17.5 and 18 cents, f.o.b. transoceanic ships at point of shipment. 


Continuation of a high rate of exports may depend less on demand or on ability 
to fill the export quota, raised to 100 percent for the first half of 1941, than on 
shipping facilities. Available carrying space may be increased by various means, such 
as byentering United States rubber imports, most of which now come across the Pacific, 
at West Coast ports instead of sending them through the Panama Canal. But if adequate 
shipping facilities cannot be found, the crude rubber industry, through its interna- 
tional organization, is in a better position than it was in 1916-1918 to minimize the 
disturbances for producers. 


In the meantime, price control has been institutedin the second largest market 
for rubber. Early in May 1941, following another sharp price rise, the British Govern- 
ment monopolized rubber imports under the Ministry of Supply. The Rubber Controller 
will purchase through the London rubber market and make sales to dealers and manufac- 


turers. ° 


Pence converted into cents at the official rate of exchange (1d. = 1.68 cents). 
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CONCLUSION 


The fluctuations in rubber prices were less marked during 1934-1939 than under 
the Stevenson Plan. If absorption had continued to increase through 1937, however, it 
is possible that doubts as to the adequacy of forthcoming supplies would have revived 
and stimulated speculative activities. 


The ill effect of a temporary shortage of supplies, real or feared, might be 
mitigated by holding a reserve stock. Manufacturers’ stocks have not in the past been 
made to serve this purpose. Had manufacturers’ stocks been replenished in 1924, when 
export quotas remained at 60 percent or less, prices would probably have risen suffi- 
ciently to bring the automatic increase in export quotas in that year, and the abnor- 
mally high prices of 1925 might have been prevented. Stocks that were accumulated 
during the depression, partly in anticipation of control, postponed the full effect of 
restriction when it was finally adopted. But in 1936 when export quotas ranged between 
60 and 65 percent, and especially in the first half of 1939 when export quotas were 
left at 50 percent, manufacturers’ stocks were again allowed to fall to low levels. 


The prices maintained during 1934-1939 were not high enough to encourage the 
utilization of reclaimed rubbertothe same extent as in the last years of the Steven- 
son Plan. United States consumption of reclaimed rubber, which declined much more 
heavily during 1929-1932 than did crude rubber consumption, made a relative gain in 
the following years. But - at 162,000 tons in 1937 and 170,000 in 1939 - it remained 
lower both absolutely and in relation to crude rubber consumption than in 1927-1929. 


Prices of crude rubber have thus far had little influence on the use of artifi- 
cial rubber, a product new and still expensive. But under wartime conditions, when 
costs lose much of their significance, the urgent desire for readily available supplies 
of essential raw materials may lead to a rapid expansion of the artificial rubber in- 
dustry in consuming countries other than Germany, which as early as 1937 imposed high 
duties on rubber imports in order to secure funds to increase the production of art ifi- 
cial rubber. Should further research and large-scale production of artificial rubber 
result in the development of a product that can replace crude rubber wholly or in 
part as a raw material for tires, and which is comparable in price, growers of rubber 
may expect a diminished share in the world rubber market. 


Extension of planting, an outstanding result of the Stevenson Plan, has not as 
yet occurred to any significant extent. The cultivated rubber industry has never as- 
sumed importance outside the Middle East, where nature, density of population, and ex- 
perience combine to give producers at least a temporary advantage. Here again, however, 
national interests may lead governments to provide capital for the development of crude 
rubber supplies near at hand. Steps have already been taken by the Americas to stim 
ulate the cultivated rubber industry in the tropics of the Western Hemisphere, *® where 
leaf disease and inadequate labor supplies have in the past been major obstacles to 
its growth. More immediately available supplies could be obtained from wild rubber 
resources. in Africa and the Americas; wild rubber exports reached their peak in 1910 
at 83,000 tons. In 1939, however, total exports from Latin America, Africa, and the 
Philippines, nearly three times as high as in 1933, amounted to only 35,000 tons, or 
less than 4 percent of world rubber exports. 


1o 
Brandes, E. W., “Rubber on the Rebound - East to west,* Agriculture in the Americas, pp. 
1-11, april 1941. 
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The limitations placed on exports and planting in regulated areas checked the 
development of low-cost supplies in the Middle East. As long as production capacity 
substantially exceeded consumption, it is unlikely that free competition would have 
stimulated the opening up of the large unexploited tracts of land that still exist, 
notably in the Outer Provinces of the Netherlands Indies and in Borneo, ami the utili- 
zation of greatly improved planting materials to build up new or rejuvenate old rubber 
areas. It seems probable, however, that native holdings would have eventually replaced 
estates as the chief source of rubber, since many natives appeared to find tapping 
profitable at a price of about 3d. (6 cents’*), a level that meant losses for many es- 
tates. In the year July 1933-June 1934, when prices had recovered to an average of 
4.72d. (9.7 cents), and before exports were restricted, the average return on shares 
of 301 rubber companies was 0.4 percent, *? 


The International Rubber Regulation Agreement, stabilizing the share of produc- 
ers in the market, eliminated competition between estates and natives. In spite of the 
higher costs that restriction entailed, estates could make a profit. The average re- 
turn on shares was 6.2 percent for 388 rubber companies in July-June 1936-37, 11.8 
percent for 377 in 1937-38, and 7.0 percent for 362 in 1938-39.7* Natives, burdened 
with little overhead, could produce as cheaply as before. In 1935 and 1936, when the 
Netherlands Indies endeavored to regulate native exports by means of an export duty, 
it was found that the tax had to be high enough to more than wipe out the price gains 
under regulation if native exports were to be kept within the quota. The large excess 
over permitted exports in 1935 led to an increase in the basic quota of Netherlands 
Indies natives. With the completion of a land survey, the system of individual quotas 
was introduced for natives in 1937, 


As long as export quotas seemed likely to remain well below present product ion 
Capacity, planters inregulated areas had little inducement to embark on planting pro- 
grams that would enlarge capacity after a period of waiting. Though extension of area 
under rubber was prohibited under the original agreement, the 20-percent planting al- 
lowance permitted some replacement of old trees with high-yielding strains: offering 
the possibility of greatly increasing the yield per acre. Only part of the allowance 
was used, however. Following the relaxation of restrictions on new planting and re- 
planting in 1939 and 1940, measures were taken to encourage rejuvenation of estates 
and the utilization of good planting materials by natives. 


Whether present production capacity could take care of a consumption larger than 
basic quotas cannot be determined with accuracy. Basic quotas, related to product ion 
capacity and readjusted to some extent as statistics were improved, rose from 1,519,000 
tons in 1939 to 1,569,000 in 1943.7 But assessment of rubber lands is difficult, 
even under the best of circumstances. Probably there is a reserve capacity over and 
above quotas, at least on Netherlands Indies native holdings. 


The ability of the Middle East to meet demand will matter less in the future, 
however, should new sources of rubber - natural, artificial, or both - be developed on 
any scale. In that case, and unless consumption expands to well over its previous 
peak of 1.1 million tons, the problem will continue to be one of surplus capacity. 


11 
Pence converted into cents at the rate of id. = 2 cents. 


ae fhe Economist (London), p. 373, Sept. 21, 1940. 
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These figures do not inelude Indochina, which was assigned no basic quota. 


§ U.S. GOVERNMENT PRINTING OFFICE : 1941 


F} 


